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HCFA  The  Health  Care  Financing 
Administration  was  established 
to  combine  health  care  financing  and 
quality  assurance  programs  under  a 
single  agency.  HCFA  is  responsible 
for  the  Medicare  program,  federal 
participation  in  the  Medicaid  pro- 
gram, the  Professional  Standards  Re- 
view program,  and  a  variety  of  other 
health  care  quality  assurance  pro- 
grams. 

The  mission  of  the  Health  Care 
Financing  Administration  is  to  pro- 
mote the  timely  delivery  of  appro- 
priate, quality  health  care  to  its  bene- 
ficiaries— approximately  47  million  of 
the  nation's  aged,  disabled  and  poor. 
The  agency  must  also  ensure  that 
program  beneficiaries  are  aware  of 
the  services  for  which  they  are  eligi- 
ble, that  those  services  are  accessible 
and  of  high  quality,  and  that  agency 
policies  and  actions  promote  efficien- 
cy and  quality  within  the  total  health 
care  delivery  system. 

Forum,  the  official  magazine  of 
HCFA,  is  published  to  inform  a  wide 
audience  on  all  aspects  of  health  care 
financing  and  the  activities  and  pro- 
grams of  the  agency.  Among  its 
readers  are  health  care  administra- 
tors, planners,  and  other  profession- 
als; state  health  and  health  care 
financing  agencies;  and  major  public 
and  private  corporations,  institutions, 
and  associations  that  finance  health 
care  for  their  members  or  employees. 

Forum  provides  information  on  ac- 
tions and  policies  that  promote  effi- 
ciency and  quality  within  the  total 
health  care  system,  encouraging 
discussion  and  debate  of  the  complex 
issues  and  problems  relating  to  health 
care.  By  soliciting  views  from  outside 
HCFA  and  the  Department,  Forum 
contributes  to  a  constructive  relation- 
ship and  dialogue  among  the  agency 
and  health  care  providers,  third-party 
payers,  and  other  segments  of  its 
readership. 


Editorial 
Comment 


In  contemplating  the  impact  on 
HCFA  programs  of  this  summer's 
Omnibus  Budget  Reconciliation  Act, 
it  becomes  obvious  that  the  changes 
we  anticipated  in  the  August  issue  of 
Forum  are  being  realized  this  fall. 
Congress  and  the  Administration 
have  faced  up  to  the  challenge  of 
"recapturing  control  of  our  infla- 
tionary health  care  system"  (to  use 
the  words  of  HCFA's  Administrator, 
Dr.  Carolyne  K.  Davis).  Their 
response  is  described  in  our  article 
itemizing  the  impact  of  Public  Law 
97-35  on  Medicare,  Medicaid,  and 
PSROs.  The  effects  of  this  major 
piece  of  legislation  echo  through 
other  articles  in  this  issue  as  well, 
particularly  because  we  have  focused 
on  the  many  facets  of  the  Medicaid 
program. 

For  instance,  states  may  now 
employ  a  wider  variety  of  methods  to 
set  rates  for  Medicaid  reimbursement 
of  hospitals;  our  article  tells  how. 
And  such  flexibility  may  answer  some 
of  the  objections  raised  by  our  author 
who  writes  on  Medicaid  from  the 
standpoint  of  the  community  hospital 
(an  endangered  species  that,  he  says, 
is  facing  insolvency). 

The  various  changes  in  Medicaid 
reimbursement  can  be  readily  accom- 
modated by  those  35  states  having 
certified  Medicaid  Management  In- 
formation Systems.  Forum  gives  you 
an  update  on  these  sophisticated  com- 
puter systems. 


Congress,  acknowledging  the  im- 
portance of  preventive  health  care  for 
poor  children,  continues  to  require 
that  Medicaid  states  give  "Early  and 
Periodic  Screening,  Diagnosis,  and 
Treatment."  A  federal  administrator 
of  the  EPSDT  program  looks  back  at 
how  it  was  developed  and  describes 
the  important  contribution  of 
demonstration  projects. 

Medicare,  too,  will  undergo  some 
significant  changes  as  a  result  of  the 
recent  legislation,  mainly  with  respect 
to  reimbursements.  Such  modifica- 
tions will  be  implemented  by  the 
intermediaries  and  carriers  who  han- 
dle claims  for  services  under  the  pro- 
gram. Some  problems  uncovered  in 
the  Medicare  contracting  partnership 
and  some  possible  solutions  are 
described  in  this  issue. 

Finally,  Forum  brings  you  the 
logical  conclusion  to  its  series  on  pre- 
vention, by  presenting  a  series  of 
quantified  health  objectives  for  the 
nation  that  the  Surgeon  General  con- 
siders attainable  by  1990.  Improved 
nutrition,  reduced  rates  of  accidents 
and  industrial  injuries,  control  of  in- 
fectious disease  and  high  blood 
pressure,  healthier  babies,  increased 
physical  fitness — these  are  changes  we 
can  all  endorse! 


Virginia  T. 


Douglas 
Editor 
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Prevention:  Quest  for  the  land 
of  healthful  living 

by  Katharine  G.  Bauer  and 
Ronald  W.  Wilson 
Objectives  set  for  nation's  health; 
target  date,  1990.  Last  in  a  series 
on  preventable  health  problems 
and  their  solutions.  ..«* 


The  ripple  effect:  Learning  to 
develop  child  health  services 
under  Medicaid 

by  Helen  E.  Martz,  Ph.D. 
How  EPSDT,  through  a  series  of 
demonstration  programs,  tested 
and  proved  new  ways  to  provide 
preventive,  continuing  care  for 
low-income  children. 
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New  strategies  for  containing 
hospital  costs  under  Medicaid 

by  Kathy  M.  Feurherd 
Some  states  have  devised  innova- 
tive, sophisticated  systems  to 
control  reimbursement  costs. 
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Season  of  change  for  health 
services 

The  Omnibus  Budget  Reconcilia- 
tion Act  of  1981  significantly 
changes  the  Medicare,  Medicaid, 
and  PSRO  programs.  Here  is  a 
summary  of  its  applicable 
provisions. 


Reform  Medicaid?  The  view 
from  a  community  hospital 

by  Barry  A .  Passed 
Providers  and  government  must 
become  partners  in  controlling 
health  care  costs,  says  an  admin- 
istrator. 
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Update  on  Medicaid  Manage- 
ment Information  Systems 

by  Donald  Allen 
Sophisticated  computers  help 
states  stem  fraud  and  abuse 


Quest  for  Land  of  Healthful  Living 


By  Katharine  G.  Bauer 
and  Ronald  W.  Wilson 

PREVENTION  IS  AN  IDEA 
WHOSE  TIME  HAS  COME.  WE 
HA  VE  THE  SCIENTIFIC 
KNOWLEDGE  TO  BEGIN  TO 
FORMULATE  RECOMMENDA- 
TIONS FOR  IMPROVED  HEALTH. 
AND,  ALTHOUGH  THE  DEGEN- 
ERATIVE DISEASES  DIFFER 
FROM  THEIR  INFECTIOUS 
DISEASE  PREDECESSORS  IN 
HA  VING  MORE— AND  MORE 
COMPLEX—  CA  USES,  IT  IS  NO  W 
CLEAR  THAT  MANY  ARE  PRE- 
VENTABLE .  .  .  THE  1980s  PRE- 
SENT NEW  OPPORTUNITIES 
FOR  MAJOR  GAINS. 

Surgeon  General — 1979 
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This  article  is  the  last  of  three  on 
preventive  health  care  (the  first 
appeared  in  the  June  issue  of  Forum). 
The  articles  were  condensed  by 
Forum's  editor  from  "Prevention 
Profile,"  Health  United  States, 
1980.*  Some  charts,  tables,  foot- 
notes, and  other  documentation  in 
the  original  document  have  been 
eliminated  for  presentation  here. 

o  advance  toward  the  broad 
JHL  goal  of  reducing  the  heavy 
human  and  economic  costs  imposed 
on  the  U.S.  population  by  avoidable 
disease  and  disability  demands  action 
on  many  fronts.  This  article  sets  forth 
a  series  of  specific  health  objectives** 
for  the  nation  that  the  Surgeon 
General  considers  attainable  by  1990, 
given  the  level  of  knowledge  and 
resources  available  at  the  beginning 
of  1980. 

The  objectives  deal  with  15  areas: 
control  of  high  blood  pressure,  family 
planning,  pregnancy  and  infant 
health,  immunization,  surveillance 
and  control  of  infectious  diseases, 
sexually  transmitted  diseases,  control 
of  toxic  agents,  occupational  safety 
and  health,  accident  prevention  and 
injury  control,  stress  and  violent 
behavior,  dental  health,  smoking, 
misuse  of  alcohol  and  drugs,  nutri- 
tion, and  physical  fitness  and  exercise. 

Some  of  the  15  health  objectives 
are  directed  at  reducing  death  rates 
and  related  measures  of  poor  health; 
others  are  reducing  measurable  risks, 
increasing  public  and  professional 
awareness  of  risk  and  risk-reduction 
possibilities,  and  improving  services. 

Included  under  each  health  area  is 
a  brief  summary  of  where  the  nation 
now  stands  and  known  prevention 
measures.  With  this  information, 
tracking  systems  can  be  established  to 


*  The  fifth  annual  report  of  the  Public  Health 
Service  on  the  nation's  health,  submitted  by 
the  Secretary  of  Health  and  Human  Services 
to  the  President  and  the  Congress.  For  sale 
by  Superintendent  of  Documents,  U.S. 
Government  Printing  Office,  Washington, 
D.C.  20402.  (DHHS  Publ.  PHS-81-1232: 
323p.) 

**  For  their  exact  wording,  see  Promoting 
Health/Preventing  Disease— Objectives  for 
the  Nation,  HHS,  Office  of  the  Assistant 
Secretary  for  Health,  1980. 


measure  progress  during  the  decade 
of  the  1980s.  But  to  measure  properly 
risks  and  progress  in  reducing  them, 
there  must  be  reliable  data  to 
establish  baselines  and  trends  in 
reporting.  Thus  a  final  cluster  of  ob- 
jectives concerns  development  of 
health  surveillance  systems. 


Prevention  is  possible, 
and  results  can  be 
measured. 


Here  are  the  areas  in  which  prog- 
ress toward  prevention  is  both  possible 
and  can  be  measured. 

Controlling  hypertension  through 
patient  cooperation 

Elevated  blood-pressure  (above  140 
mmHg  systolic  or  90  mmHg  diastolic) 
now  places  some  60  million  people  at 
higher-than-average  risk  for  heart 
disease  and  stroke.  Adults  should  be 
encouraged  to  have  regular  checks  of 
blood  pressure  and,  if  it  is  elevated, 
undertake  and  maintain  for  life  ap- 
propriate measures  for  control.  Other 
remedies:  educate  the  public  on  the 
risks  of  hypertension;  encourage 
lower  average  consumption  of  salt; 
promote  informed  food  purchases 
through  labeling  that  specifies  salt 
and  calories  content;  and  reduce  the 
incidence  of  overweight  in  the  pop- 
ulation. 

Recent  data  indicate  that  25-60 
percent  of  definite  hypertensives  have 
controlled  their  blood  pressure  to 
below  160/95.  Thus,  the  national 
objective:  By  1990,  at  least  60 percent 
of  the  estimated  population  having 
"definite"  high  blood-pressure 
(160/95)  should  have  attained  suc- 
cessful long-term  control,  i.e.,  a 
blood-pressure  at  or  below  140/90 for 
two  or  more  years. 

Data  from  1971-74  indicate  that  14 
percent  of  men  and  24  percent  of 
women  were  significantly  overweight 
(i.e.,  they  exceeded  120  percent  of 
desired  weight  for  their  height  and 
sex).  The  objective:  By  1980,  the  pre- 


valence of  significant  overweight 
among  U.S.  adults  should  be  de- 
creased to  10  percent  of  men  and  17 
percent  of  women,  without  nutri- 
tional impairment. 

Preventing  unplanned  births 

Family  planning,  which  includes 
measures  to  prevent  unplanned  births 
(both  unwanted  and  mistimed)  and 
overcome  unintended  infertility,  sup- 
ports maternal  and  infant  health  and 
the  emotional  and  social  health  of  the 
family.  Pregnancies  among  teenagers 
and  among  women  who  are  unmar- 
ried, over  age  34,  or  have  already 
borne  many  children  are  associated 
with  higher-than-average  rates  of 
maternal  and/or  infant  morbidity 
and  death,  and  are  more  likely  than 
other  pregnancies  to  be  unwanted  or 
mistimed.  Unplanned  births  impose 
psychological  and  social  costs  that 
often  continue  throughout  the  life- 
times of  both  parents  and  the  child. 

In  1978,  there  were  10,714  unin- 
tended births  to  girls  14  years  and 
under.  The  fertility  rates  for  older 
teenagers  were  14.2  births  per  1,000 
women  age  15;  31.8  for  women  age 
16;  and  52.1  for  women  age  17.  For 
unmarried  women,  15-44  years  of 
age,  the  fertility  rate  was  26.2  births. 

The  objectives:  By  1990,  there 
should  be  virtually  no  unintended 
births  to  girls  14  years  or  under;  for 
other  age  groups,  the  fertility  rates 
per  1, 000  women  would  be  reduced  to 
10  births  for  women  age  15;  25  for 
women  age  16;  45  for  women  age  17; 
and  18  for  unmarried  women,  15-44 
years: 

Because  women  living  in  poverty 
tend  to  bear  proportionately  more 
unplanned  babies,  a  related  objective 
is  to  reduce  by  half  the  current  dis- 
parity between  American  women  of 
different  economic  levels  in  their  abi- 
lity to  avoid  unplanned  births. 


Katharine  G.  Bauer,  now  a  principal  staff  of- 
ficer with  the  Institute  of  Medicine  of  the  Na- 
tional Academy  of  Sciences,  was  senior  advisor 
in  the  Office  of  Health  Information  and  Health 
Promotion,  Office  of  Disease  Prevention  and 
Health  Promotion,  Office  of  the  Assistant  Sec- 
retary for  Health,  PHS,  when  she  wrote  this  ar- 
ticle. Ronald  W.  Wilson  is  director  of  the  Div- 
ision of  Environmental  Epidemiology,  Na- 
tional Center  for  Health  Statistics,  PHS. 
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In  1978,  about  27.1  percent  of  oral 
contraceptives  sold  contained  more 
than  50  micrograms  of  estrogen, 
which  substantially  increase  risks  of 
brain  hemorrhage  and  heart  attack. 
To  reduce  this  risk:  By  1985,  oral 
contraceptives  containing  more  than 
50  micrograms  of  estrogen  should  not 
be  used  for  family  planning  and  sales 
of  these  preparations  should  have 
been  reduced  to  15  percent. 


Unplanned  births 
impose  psychological 
social  costs  through 
parents',  child's 
lifetimes. 


Also  the  proportion  of  abortions 
performed  in  the  second  trimester  of 
pregnancy  should  be  reduced  from 
the  10.6  percent  level  of  1976  to  6 
percent. 

Close  gaps  in  infant  death  rates 

Rates  of  infant  and  maternal  mor- 
tality, of  participation  in  early  pre- 
natal care,  and  of  low  birth  weight 
outcomes  in  1978  are  shown  in  Figure 
1,  juxtaposed  with  the  corresponding 
objectives.  The  most  apparent  chal- 
lenges lie  in  reducing  infant  and  mat- 
ernal mortality  among  blacks  and  in 
increasing  the  average  birth  weight  of 
black  babies.  Improving  pregnancy 
outcome  for  Hispanic  women  may 
prove  as  great  a  challenge  when  base- 
line data  become  available  to  show 
their  1981  status. 

Other  objectives  relate  to  the  pre- 
vention of  birth  defects  and  severe 
mental  retardation  (IQ  less  than  50) 
resulting  from  known  biomedical 
causes. 

To  accomplish  this,  all  pregnant 
women  at  high  risk  of  poor  preg- 
nancy outcome  should  be  informed 
about  amniocentesis  and  prenatal 
chromosomal  diagnosis  and  therapy. 
All  newborns  should  be  screened  for 
metabolic  disorders  for  which  effec- 
tive and  efficient  tests  are  available 
(e.g.,  PKU  and  congential  hypo- 
thyroidism). 


Figure  1. 
Pregnancy  and  Infant  Health 
Status  and  Goals 

1978  1990 
Data  Objective 


Deaths  per 
1,000  Live  Births 


Infant  mortality 

National 
Black 

Neonatal  mortality' 

Perinatal  mortality2 
(1977) 


Maternal  mortality 

National 
Black 


Prenatal  care  began  in 
first  trimester  of 
pregnancy 

National 
Black 

Birth  weight  2,500 
grams  or  less 

National 
Black 


13.8 
23.1 

9.5 

15.4 


9 
12 

6.5 

5.5 


Deaths  per 
100,000  Live  Births 


9.6 
25.0 


(3) 


Percent  of  Live  Births 


74.9 
60.2 


7.0 
12.9 


(3) 
90 


'Includes  deaths  within  28  days  ot  birth 

'Includes  late  fetal  deaths  over  28  weeks  gestation  plus  in- 
fant deaths  within  7  days  of  birth.  The  rate  is  the  number  of 
perinatal  deaths  per  1,000  live  births  and  late  fetal  deaths 

!No  set  objective 

Source:  Division  of  Vital  Statistics,  National  Center  for 
Health  Statistics. 


Finally,  the  nation  needs  regional 
systems  of  primary,  secondary,  and 
tertiary  care,  accessible  to  all  women 
and  infants  and  providing  prenatal, 
maternal,  and  perinatal  health  serv- 
ices. Pregnant  women  must  be  effec- 
tively educated  about  risks  of  cig- 
arette, drug,  and  alcohol  use  and 
risks  related  to  nutrition.  In  addition 
to  an  appropriately  attended,  safe 
delivery,  every  infant  should  receive 
primary  care  that  includes  well-child 
care;  assessment  of  growth  and  devel- 
opment; immunization;  screening, 
diagnosis,  and  treatment  for  special 
conditions. 

Infectious  disease:  Still  potent 

The  impact  of  infectious  diseases 
on  people's  health  and  well  being  is 


often  understated,  but  influenza  and 
pneumonia  are  among  the  leading 
causes  of  death.  Protection  from  in- 
fectious diseases  includes  better 
understanding  and  practice  of  basic 
hygienic  measures  such  as  handwash- 
ing; proper  handling  of  food;  im- 
proved water  treatment  systems;  reg- 
ulatory measures  relating  to  food 
processing,  food  service,  and  waste 
disposal;  and  better  technology  to 
permit  and  safeguard  sterilization  or 
disinfection. 

The  objective  for  1990  is  to  reduce 
the  incidence  per  100,000  population 
of:  pneumococcal  pneumonia  to  115 
cases  (from  182  in  1978);  tuberculosis 
to  8  cases  (from  13. 1  in  1978);  hepati- 
tis B  to  20  cases  (from  45  in  1978); 
and  bacterial  meningitis  to  6  cases 
(from  8.2  in  1978). 

Over  2  million  nosocomial  infec- 
tions (i.e.,  originating  in  a  hospital) 
are  acquired  each  year  in  community 
acute-care  hospitals.  In  1979,  it  was 
estimated  that  5  percent  of  all  hospi- 
tal patients  suffered  such  infections, 
and  the  rate  appears  to  be  increasing, 
although  less  so  in  hospitals  with 
good  infection  control  programs. 
Such  infections  are  the  primary  or 
contributing  cause  of  60-80,000 
deaths  each  year. 

By  1990,  the  nation  should  aim  to 
reduce  the  risk-factor-specific  inci- 
dence of  nosocomial  infection  in 
acute-care  hospitals  by  20  percent  of 
what  it  would  be  without  hospital 
control  programs,  with  similar  reduc- 
tions at  long-term-care  and  residen- 
tial-care facilities. 

Another  area  where  continuing  ef- 
fort at  prevention  is  essential  is  that 
of  sexually  transmitted  diseases.  Ob- 
jectives include  measurably  reducing 
the  incidence  of  sexually  transmitted 
diseases  by  1990,  extending  education 
and  services,  and  better  sharing  of 
statistical  data  to  improve  control 
programs. 

The  incidence  of  gonorrhea  should 
be  reduced  from  457  cases  per 
1,000,000  population  in  1979  to  280 
in  1990,  for  syphilis  (primary  and 
secondary),  from  11  cases  to  7;  and 
for  congential  syphilis  (under  one 
year  of  age),  from  3. 7  cases  to  1.5. 
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Also  the  incidence  of  serious  neo- 
natal and  maternal  infections  due  to 
sexually  transmitted  agents  (espec- 
ially herpes  and  chlamydia)  should  be 
reduced  by  half,  and  the  incidence  of 
nongonococcal  urethritis  and  chla- 
mydia infection  in  men  to  two-thirds 
its  present  level. 

Immunization:  Efforts  continue 

Among  the  safest,  most  effective 
measures  for  preventing  disease  are 
vaccines.  Although  high  levels  of 
childhood  protection  were  obtained 
by  1979  through  immunization  cam- 
paigns, continued  efforts  are  required 
to  complete  the  task.  Except  for 
smallpox,  which  has  been  eradicated, 
the  causal  agents  are  still  very  much 
alive. 

Objectives  for  the  1980s  are  to: 
reduce  disease  occurrence;  improve 
child  and  adult  immunization  levels; 
improve  the  diffusion  and  application 
of  new  technology;  improve  data  for 
immunization  surveillance;  and  re- 
duce the  number  of  reported  cases  of 
certain  diseases  (shown  below). 


Disease       1979  1990 
Data  Objective 
Number  of  cases  reported 


Diptheria 

Measles 

Mumps 

Pertussis 

Polio 

Rubella 


59  50 

13,597  500 

14,225  1,000 

1,617  1,000 

26  10 

11,795  1,000 


Congential  rubella 

syndrome         62  10 

Tetanus  81  50 

Source:  Center  for  Disease  Control,  1980 

Other  objectives  to  be  attained  by 
1990:  90  percent  of  all  children 
should  have  completed  the  recom- 
mended basic  immunization  series  by 
two  years  of  age;  at  least  95  percent 
of  children  in  licensed  day  care 
facilities  and  all  grades  of  school 
should  be  fullly  immunized;  and,  of 
high-risk  adults,  60  percent  should  be 


receiving  annual  immunization  against 
influenza  and  pneumococcal  pneu- 
monia. 

Concerning  reporting  of  data:  By 
1990,  at  least  95  percent  of  those 
under  18  years  of  age  should  have  up- 
to-date  official  immunization  records, 
and  at  least  90  percent  of  those 
hospitalized  and  50  percent  of  those 
not  hospitalized  with  vaccine- 
preventable  diseases  of  childhood 
should  be  reported. 

Toxic  agents  pose  many  risks 

More  than  60,000  chemical  com- 
pounds are  produced  commercially, 
approximately  1 ,000  new  compounds 
are  introduced  each  year,  and  over 
13,000  substances  currently  in 
commercial  use  have  been  identified 
as  toxic  agents.  Health  problems 
attributed  to  toxic  agents  include 
acute  effects,  such  as  poisoning,  tera- 
togenic and  development  abnormali- 
ties, mutagenesis,  cancer,  neurologic 
and  behavioral  impairment,  and 
immunologic  damage.  Other  risks 
from  such  chemicals  include  chronic 
degenerative  diseases  involving  the 
lungs,  joints,  kidneys,  liver,  and  vas- 
cular and  endrocrine  systems. 

Current  evidence  suggests  that  20 
chemicals  and  compounds  are  car- 
cinogenic in  humans,  and  more  than 
2,300  specific  chemicals  are  suspected 
carcinogens.  More  than  20  agents  are 
known  to  be  associated  with  birth 
defects  in  humans;  the  number  for 
animals  is  many  times  this. 


Over  15,000  sub- 
stances in  commercial 
use  are  known  as 
toxic  agents. 


Toxic  agents  affect  people  differ- 
ently, depending  on  sex,  age,  history 
of  past  exposures,  and  possible  gene- 
tic predisposition.  Genetic  effects 
may  be  manifested  differently  in 
future  generations.  Thus,  the  current 
incidence  rates  of  such  diseases  do 
not  accurately  measure  either  their 
true  potency  or  the  effectiveness  of 


control  and  prevention  efforts.  This 
makes  it  difficult  to  identify  and 
reduce  risks. 

We  are  not  sure  of  the  extent  to 
which  water  and  soil  are  contamin- 
ated, although  in  1979,  85  to  90 
percent  of  the  population  was  served 
by  a  community  water  system  that 
met  federal  and  state  standards.  Air 
quality  has  been  measured — in  1979, 
only  half  of  communities  experienced 
no  more  than  one  day  a  year  when  air 
quality  fell  below  an  established 
standard. 

Ionizing  radiation  can  produce  skin 
burns,  gastrointestinal  disturbances, 
bone  marrow  depression,  and  cancer. 
Most  man-made  sources  of  ionizing 
radiation  derive  from  diagnostic  and 
therapeutic  medical  applications;  a 
small  percent  from  use  of  or  fallout 
from  nuclear  power. 

For  1990,  the  objectives  are: 

•  Eliminate  miscarriages  and  birth 
defects  associated  with  exposure  to 
toxic  agents; 

•  Eliminate  hazards  from  inhala- 
tion of  fumes  from  toxic  materials 
being  transported; 

•  Virtually  eliminate  contamina- 
tion of  water  that  is  preventable  by 
waste-water  management,  and  pro- 
vide safe  drinking  water  to  at  least  95 
percent  of  the  population; 

•  Develop  a  plan  to  protect  hu- 
mans from  the  consequences  of  toxic 
agents  in  existing  sites  for  disposal  of 
toxic  solid-wastes; 

•  Virtually  all  communities  will 
meet  air  quality  standards; 

•  Reduce  by  some  50  million,  the 
number  of  medically  unnecessary 
diagnostic  x-ray  examinations; 

•  Eliminate  sales  of  pesticides, 
herbicides,  fungicides,  and  rodenti- 
cides  known  to  be  carcinogenic, 
teratogenic,  or  mutagenic  in  man, 
and  clearly  label  potentially  toxic 
products  as  to  contents  and  directions 
for  use  and  disposal; 

•  In  80 percent  of  U.S.  communi- 
ties, for  children  under  age  six,  there 
should  be  fewer  than  500  cases  of  lead 
toxicity  per  100,000  children,  and  90 
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percent  of  these  children  should  be 
under  medical  and  environmental 
management; 

•  Fully  implement  the  Toxic  Sub- 
stances Control  and  the  Resource 
Conservation  and  Recovery  Acts. 

•  Protect  every  individual  residing 
in  an  area  with  a  population  density 
greater  than  20  per  square  mile  or  in 
an  area  of  high  risk  with  an  early 
warning  system  designed  to  detect  the 
most  serious  hazards.  Every  popu- 
lated area  of  the  country  should  be 
reachable  within  six  hours  by  a  toxic 
agent  or  chemical  emergency  team  in 
the  event  of  serious  environmental 
hazard. 

To  make  the  workplace  safer 

Some  100,000  Americans  die  each 
year  from  occupational  illnesses  and 
nearly  400,000  new  cases  of  occu- 
pational diseases  occur  annually,  it  is 
estimated.  Some  10-20  percent  of  all 
cancer  cases  may  be  related  to  carcin- 
ogens in  the  workplace. 

In  1978,  work-related  accidents 
resulted  in  13,000  deaths  and  2.2  mil- 
lion disabling  injuries,  80,000  of  them 
permanently  disabling.  For  every  100 
full-time  workers,  there  were  9.2 
work-related  disabling  injury  cases, 
which  accounted  for  about  61 
workdays  lost. 

The  following  objectives  for  1990, 
while  seemingly  modest,  concern 
areas  where  trends  have  been  rising: 

•  Reduce  workplace  accident 
deaths  for  firms  or  employers  with  11 
or  more  employees  to  less  than  3, 750 
per  year,  from  4,170  in  1978; 

•  Reduce  work-related  disabling 
injuries  to  8.3  cases  per  100  full-time 
workers,  from  9.2  in  1978;  and 

•  Reduce  lost  workdays  due  to 
injuries  to  55  per  100  workers  annual- 
ly, from  62. 1  in  1978. 

It  is  estimated  that  there  were  5,000 
cases  of  asbestosis  in  1979;  84,000 
cases  of  bysinosis  in  active  workers  in 
1977;  60,000  cases  of  silicosis  among 
active  workers  in  mining,  foundries, 
stone,  clay  and  glass  products,  and 
abrasive  blasting  in  1977;  and  19,400 
cases  of  coal  worker's  pneumonocon- 
iosis  in  1974.  Additionally,  more  than 


4,000  deaths  per  year  were  attributed 
to  black  lung  disease  (seen  in  about  15 
percent  of  coal  miners)  in  the  late 
1970s. 

By  1990,  among  workers  newly 
exposed  after  1985,  the  objective  is 
virtually  no  new  cases  of  these  four 
preventable  occupational  diseases. 
Also,  at  least  25  percent  of  workers 
should  be  able  to  state  the  nature  of 
health  and  safety  risks  of  their  occu- 
pations and  their  potential  conse- 
quences, prior  to  employment,  as  well 
as  be  informed  of  changes  in  these 
risks  while  employed.  (In  1979,  an 
estimated  5  percent  of  workers  were 
fully  informed.) 

Also,  it  would  help  identify  and 
ameliorate  occupational  risks  if: 
generic  standards  were  developed  to 
prevent  major  common  health  haz- 
ards due  to  injury  and  toxic  expo- 
sures; evaluations  for  health  hazards 
were  increased;  health  care  providers 
routinely  questioned  patients  about 
occupational  hazards  to  health;  and 
workers  were  routinely  informed 
about  personal  exposure  measure- 
ments, results  of  their  health  examin- 
ations, and  lifestyle  behaviors  that 
interact  with  factors  in  the  work  envi- 
ronment to  increase  personal  risks. 

A  phased  program  is  needed  to  de- 
velop  and  approve  hazard-control  j 
plans  for  new  processes,  equipment, 
and  installations  in  industry. 

Foiling  accidents,  stress,  violence 

Because  there  are  several  sources  of 
continuing  data  for  accidents,  in- 
juries, and  fatalities,  measurable  ob- 
jectives for  reducing  these  by  1990  are 
possible: 

•  Reduce  motor  vehicle  fatalities 
to  no  more  than  18 per  100,000 popu- 
lation (from  24  in  1978)  and  for  chil-  \ 
dren  under  15,  5.5  per  100,000  (from 
to  9.2  in  1978); 

•  Reduce  home-accident  fatalities 
for  children  under  15  to  no  more  than 
5.0  per  100,000  (from  6.1  in  1978); 

•  Reduce  mortalities  from  falls  to 
no  more  than  2  per  100,000  persons 
(from  to  6.3  in  1978); 

•  Reduce  mortalities  from  drown- 
ing to  no  more  than  3.0  per  100,000 
persons  (from  to  3.2  in  1978); 


•  Reduce  tapwater  scald  injuries 
requiring  hospital  care  to  no  more 
than  2,000  per  year  (from  4,000  in 
1978); 

•  Reduce  accidental  fatalities  from 
firearms  to  no  more  than  1,700  per 
year  (from  1,800  in  1978);  and 

•  Reduce  accidental  deaths  from 
residential  fires  to  no  more  than  4,500 
per  year  (from  5,400  in  1978). 

Although  Americans  perceive  ex- 
cessive stress  to  be  a  major  threat  to 
health,  there  has  been  a  paucity  of  re- 
search to  confirm,  negate,  or  expli- 
cate the  relationship.  The  most  tragic 
manifestations  of  unmanaged  stress 
are  death  rates  from  homocide,  child 
abuse,  and  neglect,  and  suicide. 
Measurable  objectives  for  reducing 
these  during  the  1980s  are: 

•  Reduce  the  homicide  rate  among 
black  males  age  15-24  to  below  60 per 
100,000,  from  72.5  in  1978; 

•  Reduce  the  suicide  rate  among 
people  age  15-24  to  below  11  per 
100,000,  from  12.4  in  1978;  and 

•  Reduce  by  at  least  25  percent  the 
children's  injuries  and  deaths  in- 
flicted by  abusing  parents  (from 
200,000  to  4  million  cases  of  child 
abuse  occur  annually). 

Poorly  managed  stress  is  also  asso- 
ciated with  cardiovascular  disease, 
work-related  and  home  accidents, 
and  many  forms  of  mental  illness. 

Attacking  dental  problems 

Tooth  decay  affects  90  percent  of 
the  U.S.  population,  creating  a  dental 
disease  problem  of  massive  propor- 
tions. By  age  17,  94  percent  of  child- 
ren have  tooth  decay  in  permanent 
teeth,  with  an  average  of  nine  teeth 
affected.  Among  adults,  periodontal 
disease  creates  serious  problems. 

Preventing  dental  disease  encom- 
passes fluoridation  of  community 
and  school  water  supplies,  dental 
health  education,  improvement  of  in- 
dividual oral  hygiene,  and  improved 
dietary  practices. 

Objectives  for  1990  for  improving 
the  dental  health  of  the  population  in- 
clude: 
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•  Decrease  the  proportion  of  nine- 
year-old  children  with  dental  caries  in 
permanent  teeth  to  60  percent  (from 
to  71  percent  in  1971-74); 

•  Decrease  the  prevalence  of  gingi- 
vitis in  children  6  to  1 7  years  of  age  to 
18  percent  (from  about  23  percent); 

•  Decrease  the  prevalance  of  gingi- 
vitis and  destructive  and  periodontal 
disease  in  adults  age  18  to  74  to  20 
percent  and  21  percent,  respectively 
(compared  to  25  and  23  percent  in 
1971-74). 

Even  this  modest  reduction  in  rates 
would  represent  significant  preven- 
tion, as  large  numbers  of  children  and 
adults  currently  experience  these  con- 
ditions. 


Tooth  decay  affects 
98%  of  the  U.S. 
population  creating 
a  problem  of  massive 
proportions. 


Although  adding  fluoride  to  water 
deficient  in  it  prevents  dental  caries 
by  up  to  65  percent,  only  about  60 
percent  of  the  population  lives  in 
communities  having  fluoridated 
drinking  water.  By  1990,  at  least  99 
percent  of  the  population  on  com- 
munity water  systems  should  be  using 
optimally  fluoridated  water  (in  1975, 
it  was  60 percent),  and  at  least  50 per- 
cent of  school  children  living  in  fluor- 
ide-deficient areas  without  commun- 
ity water  systems  should  be  served  by 
an  optimally  fluoridated  school  water 
supply  (in  1977,  about  6  percent). 

Counteractions  against  smoking 

As  noted  previously  in  these  artic- 
les, cigarette  smoking  has  been  estab- 
lished a  risk  factor  for  many  diseases. 
Smoking  acts  synergistically  with 
various  substances  to  enhance  the  risk 
of  other  diseases  and  contributes  to 
death  and  injuries  from  accidents, 
fire,  and  burns.  Asthma  can  result 
from  involuntary  inhalation  of  other 
people's  cigarette  smoke,  and  there  is 


increased  incidence  of  respiratory 
disease  among  infants  of  smokers. 

Some  objectives  for  1990  that  ad- 
dress these  hazards: 

•  Reduce  the  proportion  of  adults 
(19  or  older)  who  smoke  to  below  25 
percent  (from  38  percent  of  men  and 
30  percent  of  women  in  1979); 

•  Reduce  the  proportion  of  women 
who  smoke  during  pregnancy  to  no 
more  than  one-half  the  proportion  of 
all  women  who  smoke; 

•  Reduce  the  proportion  of 
children  and  youths  age  12  to  18  who 
smoke  to  below  6  percent  (from  11 
percent  of  boys  and  13  percent  of 
girls  in  1979). 

•  Increase  the  proportion  of  the 
population  that  understands  the  risk 
relationship  of  smoking  to  heart 
disease,  fetal  and  infant  health,  and 
chronic  obstructive  long  disease  and 
lung  cancer,  and  the  added  risks  to 
women  who  take  oral  contraceptives; 
and 

•  Reduce  the  sales-weighted 
average  "tar"  yield  of  cigarettes  to 
below  10  mg  (in  1978,  it  was  16.1  mg) 
and  proportionately  reduce  other 
components  of  cigarette  smoke 
known  to  cause  disease. 

Other  preventive  measures:  enact  j 
state  laws  banning  smoking  in  en- 
closed  public  places;  establish  sepa- 
rate smoking  areas  in  work  and  din- 
ing  areas;  increase  the  numbers  of 
employer-employee  sponsoredcessa- 
tion  programs;  strengthen  the  present 
cigarette  warning  to  increase  its 
visibility;  and  prominently  display 
tar,  nicotine,  and  carbon  monoxide 
content  on  cigarette  packages  and 
promotional  materials. 

Alcohol  and  drugs:  Holding  the  line 

As  with  smoking,  the  many  health 
and  economic  burdens  imposed  by 
abuse  of  alcohol  and  drugs  have  al- 
ready been  described. 

For  1990,  the  objectives  do  not 
postulate  an  overall  decline  in  per 
capita  consumption  of  alcohol  and 
drugs  (the  1978  consumption  of 
absolute  alcohol  was  about  2.82 
gallons  per  person  age  14  and  over 
annually),  but  on  containing  past 
trends  toward  significant  increases  in 


consumption,  reducing  the  numbers 
of  heavy  drinkers  and  frequent  users 
of  drugs,  and  reducing  rates  of  mor- 
tality from  alcohol  and  drug  abuse. 
By  decade's  end,  the  objectives  are: 


Smoking  acts  syner- 
gistically with  various 
substances,  enhancing 
the  risk  of  disease. 


•  Per  capita  consumption  of 
alcohol  should  not  exceed  current 
levels; 

•  Hold  the  proportion  of  adoles- 
cents (age  12-17)  who  do  not  use 
alcohol  or  other  drugs  to  at  least  1977 
levels  of  46  percent  for  alcohol  and  a 
range  for  other  drugs— from  89  per- 
cent for  marijuana  to  99.9  percent  for 
heroin; 

•  Reduce  the  proportion  of  pro- 
blem drinkers  among  adults  (18  and 
older)  to  8  percent  (from  about  10 
percent  in  1979); 

•  The  proportion  of  young  adults 
(age  18-25)  reporting  frequent  use  of 
other  drugs  should  not  exceed  1977 
levels  (when  it  was  less  than  1  percent 
for  drugs  other  than  marijuana  and 
19  percent  for  marijuana). 

•  The  proportion  of  adolescents 
(age  12-17)  reporting  frequent  use  of 
other  drugs  should  not  exceed  1977 
levels  (when  it  was  less  than  1  percent 
of  youths  for  drugs  other  than  mari- 
juana and  9  percent  for  marijuana). 

•  Reduce  the  cirrhosis  mortality 
rate  to  12  per  100,000  deaths  per  year 
(from  13.8  in  1978); 

•  Reduce  other  drug-related  mor- 
tality to  2  per  100,000  deaths  per  year 
(from  2.8  in  1978); 

•  Reduce  fatalities  from  motor- 
vehicle  accidents  involving  drivers 
with  alcohol  blood  levels  of  0.10  per- 
cent or  above  to  less  than  9.5  per 
100,000  population  per  year  (from 
11.5  in  1977); 

•  Reduce  fatalities  from  other 
(nonmotor  vehicle)  accidents  indirect- 
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ly  attributable  to  alcohol  use  (e.g., 
falls,  fires,  drownings,  ski-mobile, 
aircraft)  to  5  per  100,000  population 
per  year  (from  7  in  1977); 

•  Make  the  public  more  aware  of 
the  health  risks  posed  by  misuse  of  al- 
cohol and  drugs.  At  least  90  percent 
of  women  of  childbearing  age  should 
know  about  the  risk  of  fetal  alcohol 
syndrome,  and  80  percent  of  high 
school  seniors  should  perceive  great 
risks  associated  with  alcohol  intoxica- 
tion, marijuana  and  barbiturate  use, 
and  frequent,  regular  cigarette 
smoking. 

Overmedication,  particularly  of 
older  people,  is  responsible  for  a  large 
burden  of  iatrogenic  illness  requiring 
hospital  care  (105,000  to  350,000  ad- 
missions per  year).  To  prevent  or 
minimize  such  reactions,  pharma- 
cists, physicians,  and  hospitals  should 
be  more  active,  both  in  counseling  pa- 
tients and  maintaining  prescription 
drug  profiles.  Objectives  for  1990  in- 
clude: 


To  what  extent  are 
cholesterol  fat,  and  salt 
risk  factors  for  cancer? 
Agreement  is  difficult 


•  Reduce  adverse  reactions  from 
medical  drug  use  sufficiently  severe  to 
require  hospital  admission  by  25  per- 
cent, from  between  105,000  to 
350,000  admissions  in  1979: 

•  Pharmacists  filling  prescriptions 
should  routinely  counsel  patients 
(especially  pediatric  and  geriatric)  on 
the  proper  use  of  drugs  designated  as 
high  priority  by  the  Food  and  Drug 
Administration  and  warn  against  the 
mix  of  alcohol  and  prescription 
drugs. 

•  Standard,  good  medical  and 
pharmaceutical  practice  will  include 
drug  profiles  on  90  percent  of  adults 
covered  under  the  Medicare  program 
and  on  75  percent  of  other  patients 
with  acute  and  chronic  illnesses. 


That  good  nutrition  is  related  to 
good  health  is  widely  accepted.  Many 
Americans  make  an  effort  to  control 
their  weight  and  change  habitual  pat- 
terns of  food  choices  and  consump- 
tion. But  scientific  controversy  about 
the  extent  to  which  cholesterol,  fat, 
and  salt  constitute  risk  factors  for 
heart  disease  and  to  which  fat  con- 
stitutes a  risk  factor  for  certain  types 
of  cancer  makes  agreement  on  pre- 
vention objectives  difficult.  Thus, 
conservative  objectives  for  1990  are 
to: 


Regular  physical 
activity  through  life 
is  suggested  for  all 


•  Increase  knowledge  of  known 
and  suspected  diet  and  health  rela- 
tionships; and 

•  Label  food  products  with  ac- 
curate information,  so  consumers  can 
make  food  choices  that  conform  to 
diets  recommended  by  their  physi- 

,  cians  or  by  nutritionists  or  that  are  in 
accord  with  national  dietary  guide- 
;  lines. 

Some  nutrition-related  findings  are 
not  in  dispute,  and  risk-reducing  ob- 
jectives for  1990  follow  logically: 

•  As  obesity  is  considered  a  risk 
factor  for  several  diseases,  the  pre- 
valance  of  overweight  in  the  popula- 
tion should  be  reduced,  and  50  per- 
cent of  the  overweight  population 
should  have  adopted  weight-loss 
regimes  combining  diet  and  physical 
activity. 

•  To  improve  infant  and  child 
health,  reduce  the  proportion  of  preg- 
nant women  with  iron  deficiency, 
eliminate  growth  retardation  of  in- 
fants and  children  caused  by  inade- 
quate diets,  and  increase  the  propor- 
tion of  women  who  breastfeed  their 
babies  at  hospital  discharge  and  at  six 
months  of  age. 

•  As  incidence  of  cardiovascular 
disease  is  associated  with  nutrition, 


reduce  the  mean  serum-cholesterol 
i  level  for  those  age  18-74  to  200  mg/dl 
or  less  and  for  those  age  1-17  to  150 
mg/dl  or  less  (for  1971-74,  the 
figures  were  1 76  and  223);  and 

•  Reduce  adults'  average  daily 
sodium  ingestion  to  from  3  to  6  grams 
(1979  estimates  ranged  between  4  and 
10  grams). 

I  Encouraging  fitness  for  the  80s 

As  yet,  no  data  clearly  establish 
whether  exercise  and  physical  fitness 
reduce  risks  of  illness.  However, 
sedentary  living  is  established  as  a 
factor  that  increases  the  probability 
of  cardiovascular  disease.  Regular 
physical  activity  generally  provides  a 
sense  of  well  being;  also,  people  with 
weight  problems  who  exercise  reg- 
ularly are  able  to  maintain  their 
desired  weight  more  easily. 

Thus,  regular  physical  activity 
through  life  is  suggested.  Public  and 
private  agencies  that  sponsor  physical 
activities  should  develop  physical 
fitness  and  sports  programs  for  all 
age  groups,  and  health  professionals 
should  encourage  patients  to  engage 
in  appropriate  exercise.  Here  are 
;  quantifiable  objectives  for  1990: 

•  Increase    the  proportion  of 
children  ages  10  to  17 participating  in 
daily  school  physical  education  pro- 
's grams  to  more  than  60  percent,  from 

33  percent  in  1974-75; 

•  Increase  the  proportion  of  adults 
\  ages  18  to  65  participating  regularly 

in  vigorous  physical  exercise  to  more 
than  60  percent,  from  over  35  percent 
in  1978; 

•  Half  of  all  adults  65  years  and 
over  should  be  engaging  in  appro- 
priate aerobic  activity,  e.g.,  regular 
walking,  swimming,  etc.,  (in  1975 
about  36 percent  took  regular  walks). 

Women  minority  populations, 
handicapped  people,  inner  city  and 
rural  residents,  and  people  of  low 
socioeconomic  status  should  be 
especially  encouraged  to  participate 
in  physical  activity,  particularly 
where  this  is  not  part  of  their  usual 
occupations.  Thus,  by  1990: 

•  More  than  25  percent  of  large 
I  employers  and  corporations  (more 
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Setting  Broad  Goals 
by  Age  Group 

In  the  Surgeon  General's  1979 
report,  Healthy  People,  broad 
goals  were  set  for  improving  the 
nation's  health  during  the  1980s 
through  a  reduction  in  mortality  in 
various  age  categories: 

Age  Reduce 
group  mortality 

•  Infants  35 

•  Children  1-14 

years  of  age  20 

•  Adolescents  and 
young  adults 

(15-24)  20 

•  Adults,  25-64 

years  of  age  25 

For  adults  65  and  older,  the  goal 
is  major  improvement  in  health, 
mobility,  and  independence,  ex- 
pressed as  a  20  percent  reduction  in 
average  annual  number  of  days  of 
activity  restricted  due  to  acute  or 
chronic  conditions. 

These  broad  goals  encompass 
the  15  target  areas  for  preventive 
measures  discussed  in  this  article. 


than  500  employees)  should  offer 
fitness  programs. 

Need  data  to  track  objectives 

When  the  calendar  page  turns  over 
to  1990,  will  the  nation  know  which 
of  its  health  goals  have  been 
achieved?  Perhaps  not.  Even  where  in 
truth  progress  has  been  made,  our 
capacity  to  track  major  changes 
depends  on  a  base  of  data  that  today- 
is  inadequate  or  absent  in  some  im- 
portant areas. 

To  meet  the  challenges  of  preven- 
tion, the  U.S.  needs  data  systems  to 
do  the  following: 

•  Determine  incidences  of 
hypertension,  heart  disease,  and 
stroke,  and  assess  the  status  of 
hypertension  control: 

•  Determine  the  impact  over  time 
of  various  prenatal  preventive  meas- 
ures on  physical  and  psychological 
development  of  infants  and  children; 


•  Monitor  the  extent  to  which 
children  are  currently  immunized 
against  childhood  diseases; 

•  Determine  the  occurrence  of  sex- 
ually transmitted  diseases  to  provide 
a  basis  for  preventive  strategies  in 
local  areas; 

•  Discern  and  measure  continuing 
environmental  hazards,  and  those 
resulting  from  isolated  incidents; 

•  Assess  the  extent  and  distri- 
bution of  occupational  injuries  and 
of  cancer  and  other  possibly  occupa- 
tionally  related  illnesses  (including 
heart  disease)  and  correlate  occupa- 
tional and  lifestyle  behaviors  with 
health  and  illness  records; 

•  Monitor  trends  of  common  in- 
fectious agents  not  now  subject  to 
public  health  surveillance  and 
measure  their  impact  on  health-care 
costs  and  productivity.  Collect  data 
needed  to  track  progress  in  reducing 
infections  in  long-term-care  and 
residential-care  facilities; 


U.S.  needs  data  sys- 
tems to  track  progress 
in  health  care  results. 


•  Review  the  actuarial  experience 
on  differential  life  expectancy  and 
hospital  utlization  of  smokers  and 
nonsmokers,  and  analyze  data  to 
show  changes  in  smoking  habits  after 
people  have  contracted  a  smoking- 
related  disease; 

•  Monitor  and  evaluate  how 
misuse  of  alcohol  and  drugs  affects 
health  status,  accidental  injuries, 
interpersonal  aggression  and 
violence,  outcomes  of  pregnancy,  and 
the  emotional  and  physical  develop- 
ment of  infants  and  children; 

•  Detect  nutritional  problems 
among  especially  vulnerable  popula- 
tion groups  and  provide  a  data  base 
for  decisions  on  national  nutrition 
policies; 

•  Evaluate  effects  of  participation 
in  programs  of  physical  fitness  on  job 


performance  and  health  care  costs; 
and 

•  Increase  information  on  stress  as 
a  risk  factor  in  mental  and  physical 
health  and  on  the  usefulness  of  stress 
management. 

In  addition,  there  is  need  to 
measure  changes  in  the  public's 
knowledge  of  risk  factors  for  par- 
ticular diseases  and  conditions,  the 
extent  to  which  people  change  life- 
styles to  reduce  risks,  and  their  suc- 
cess in  maintaining  the  changes  made. 

THESE  PREVENTION  OBJEC- 
tives  reflect  the  efforts  and  judge- 
ments of  the  many  individuals  and 
organizations  in  government  and  the 
private  sector  who  helped  draft  them. 
Meeting  the  target  calls  for  changes  in 
the  nation's  environmental  protec- 
tion, as  well  as  in  people's  daily 
habits  of  living  and  in  the  degree  of 
attention  that  health  professionals 
and  institutions  devote  to  helping  pa- 
tients stay  well.  In  addition  to  simply 
preaching  avoidance  of  known  risk 
factors,  we  must  also  study  the  extent 
and  power  of  such  factors  and  look 
for  risks  to  health  not  yet  identified. 

Just  about  everyone  is  involved. 
Employers,  school  systems,  product 
designers  and  manufacturers,  food 
distributors,  the  insurance  industry, 
and  other  important  groups  play  a 
critical  role  in  preventing  unnecessary 
death,  illness,  and  injury,  and  in  pro- 
moting health. 

During  the  next  ten  years,  there  will 
be  further  reports  on  the  prevention 
effort.  Emerging  systems  for  collec- 
ting, tracking,  and  analyzing  data 
should  produce  new  figures  that 
reflect  both  added  research  findings 
and  our  continuing  progress  in  meet- 
ing prevention  objectives. 

Finally,  lest  it  be  thought  that  there 
is  overemphasis  on  the  negative  ap- 
proach, we  should  recall  that  the 
health  of  Americans  is  better  than 
ever  before.  It  is  a  major  goal  of  the 
health  community  to  facilitate 
positive  behavioral,  biological,  and 
environmental  change,  so  that  indivi- 
duals and  society  can  take  more  effec- 
tive actions  to  ensure  even  greater 
good  health  and  an  improved  quality 
of  life  for  all.  ■ 
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Like  ripples  from  a  pebble  thrown  into  water,  the 
*  results  of  early  demonstration  projects  in  child 
health  care  under  Medicaid  spread  outward  across  the 
country,  affecting  how  the  Early  and  Periodic,  Diagnosis 
and  Treatment  (EPSDT)  program  subsequently 
developed  and  was  carried  out  in  the  1970s— and  indeed 
today. 

As  ripples  spread  wider  and  wider,  they  become  harder 
to  trace.  Likewise  it  is  difficult  to  identify  all  the  direct  ef- 
fects of  the  demonstration  projects  initiated  and  imple- 
mented under  the  EPSDT  program.  But  it  is  increasingly 
recognized  that  the  demonstrations  played  an  important 
role  in  helping  to  adapt  the  existing  medical  care  payment 
program  (Medicaid)  to  the  very  different,  innovative  re- 
quirements of  EPSDT,  a  comprehensive  health  care  pro- 
gram for  some  12  million  needy  children  and  youth. 

With  the  coming  of  EPSDT,  mandated  by  Congress  in 
1967  and  first  implemented  in  1972,  the  nation  moved 
from  a  system  of  medical  care  for  the  poor  that  was  epi- 
sodic and  crisis-oriented  to  a  comprehensive  system  that 
encompasses  preventive  and  continuing  care  for  children 
and  young  people  under  21.  The  transition,  however,  was 
not  easy  at  any  level— federal,  state,  or  local.  Today, 
preventive  medicine  is  a  popular  concept,  but  EPSDT 
was  ahead  of  its  time. 

By  testing  new  program  approaches  and  modifying  or 
discarding  those  that  did  not  work,  EPSDT  made  more 
effective  use  of  limited  medical  care  resources,  and 
achieved  greater  benefits  at  less  cost  than  crisis-oriented 
care,  and  helped  improve  the  health  status  of  the  needy 
children  participating. 

Knowledge  and  experience  gained  under  the  projects  in 
local  organization,  staffing,  and  case  management  have 
been  used  in  planning  EPSDT  programs  and  in  deciding 
policies  affecting  the  funding  and  delivery  of  local 
EPSDT  services.  Much  of  this  information  has  been 
reflected  in  federal  EPSDT  program  guidelines  and 
systems  of  reporting,  and  in  more  recent  interagency  ac- 
tivities, especially  relating  to  school  health,  maternal  and 
child  health,  Head  Start,  and  adolescent  health. 

Findings  put  to  use 

Among  specific  findings  of  the  demonstration  projects 
that  have  been  put  to  use  in  state  and  local  EPSDT  pro- 
grams: 

•  Methods  of  organizing  and  staffing  local  programs 
to  provide  outreach,  case  management,  health  related 
services  and  education  and  follow-through  were  initially 
developed  in  a  demonstration  project,  and  the  training 
and  use  of  para-professional  health  aides  for  these  ser- 
vices validated; 

•  Federal  matching  funds  for  the  use  of  local  staff  to 
perform  health-related  services  under  EPSDT  were  in- 
creased from  50  to  75  percent; 

•  Public  and  private  agencies  were  found  to  play  a 
valuable  role  in  outreach  and  other  services  under 
EPSDT; 


•  Federal  budget  estimates  for  EPSDT  have  been 
based  in  part  on  demonstration  project  experience  in  lieu 
of  varying  state  data  on  costs; 

•  Private  health  examinations  and  screening  were 
found  to  be  generally  not  equivalent  to  those  provided  by 
EPSDT  to  poor  children,  contrary  to  what  had  been 
believed. 


Today,  preventive  medicine  is 
popular,  but  EPSDT  was  ahead 
of  its  time. 


But  perhaps  the  most  useful  single  concept  to  emerge 
from  the  demonstration  projects  was  that  of  case 
management.  It  is  important  to  remember  that,  in  estab- 
lishing EPSDT,  the  Federal  Government  was  superim- 
posing a  unique,  comprehensive,  community-centered 
program  of  services  on  a  state-supervised  system  of  pay- 
ment for  health  care.  Medicaid  was  not  and  is  not  geared 
to  the  individual  client;  but  EPSDT  had  to  keep  track  of 
the  individual  child.  The  elements  of  EPSDT  cried  out 
for  management  of  each  case  by  local  staff. 

Individual  continuing  management  of  each  case 
became  a  virtual  necessity  if  each  of  the  following 
elements  of  EPSDT  was  to  combine  to  assure  effective, 
quality  care  for  the  child: 

•  Outreach  (Informing)— Reaching  all  eligible  chil- 
dren in  such  a  way  that  they  report  for  initial  screening 
and  subsequent  screening  and  care; 

•  Screening  and  evaluation  of  the  child's  physical  and 
developmental  status,  not  just  initially,  but  periodically; 

•  Further  diagnosis,  often  by  a  private  physician  or 
dentist,  of  possible  problems  found  in  screening; 

•  Treatment,  usually  by  a  private  physician  or  dentist; 

•  Transportation  for  diagnosis  and  treatment,  if  needed; 

•  Records  of  care  and  evaluation;  and 

•  Case  follow-up  through  completion  to  be  sure  neces- 
sary care  is  provided. 

Without  case  management  on  the  local  level,  the  child 
can  easily  be  lost  sight  of  and  the  program  will  falter  in 
accomplishing  its  goal  of  helping  each  eligible  child  in 
need  of  health  care. 

Dr.  Helen  Martz  initiated  and  served  as  project  officer  or  project  coor- 
dinator for  the  EPSDT  demonstration  projects  discussed  in  this  article. 
Recently  retired  from  HCFA 's  Office  of  Child  Health,  she  has  had  a 

j  distinguished  45-year  career  in  social  welfare  and  health  care  services, 
including  nearly  39  years  with  the  Federal  Government.  Before  coming 
to  Washington,  D.  C. ,  she  worked  with  the  Pennsylvania  Department  of 
Welfare  at  the  state  and  local  levels.  Dr.  Martz  earned  her  Ph.D.  in 
social  administration  at  Bryn  Mawr  College,  School  of  Social  Work  and 

j  Social  Research,  and  her  MSW  at  the  Pennsylvania  School  of  Social 
Work.  Her  Ph.D.  thesis  was  a  pioneering  report  on  citizen  participation 

I   in  government. 
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This  article  sums  up  a  longer  report  describing  the 
history  of  the  demonstration  projects  and  their  value  in 
the  design  and  development  of  EPSDT  on  the  federal, 
state  and  local  level.* 

EPSDT— Off  to  a  slow  start 

In  1965,  the  year  Medicaid  was  enacted,  medical  care 
available  to  needy  children  was  limited,  and  provision  of 
such  health  services  was  inconsistent  among  the  states. 
There  was  relatively  low  utilization  of  existing  care  to 
treat  health  problems  that  could  lead  to  chronic  illness 
and  disability.  Recognition  of  this  situation  by  private 
and  public  agencies  and  officials  alike  stimulated  Con- 
gress to  vote,  in  1967,  to  authorize  federal  help  to  states 
in  funding  preventive  health  services  and  early  detection 
and  necessary  treatment  for  children  eligible  for 
Medicaid.  The  Social  and  Rehabilitation  Service  (SRS)  of 
the  Department  of  Health,  Education,  and  Welfare 
(HEW)  was  designated  to  administer  the  program  on  the 
federal  level. 

But  the  states,  fearing  that  heavy  fiscal  burdens  would 
result,  were  slow  to  implement.  A  suit  filed  by  the 
Welfare  Rights  Organization  in  1971  resulted  in  the  re- 
quirement that,  effective  February  7,  1972,  each  state 
provide  early  and  periodic  screening  and  diagnosis  to 
Medicaid-eligible  individuals  under  21  years  of  age,  to 
identify  any  physical  or  mental  defects,  and  to  provide 
necessary  treatment  within  the  limits  of  a  federally  ap- 
proved Medicaid  state  plan.  In  addition,  the  states  were 
required  to  provide  necessary  vision,  hearing  and  dental 
care. 

States  also  had  to:  (1)  inform  all  families  in  the  state 
eligible  for  AFDC  assistance  of  the  availability  of  child 
health  screening  services,  (2)  provide  or  arrange  for 
screening  services  where  requested,  and  (3)  arrange  or 
refer  for  corrective  treatment  those  children  found  to  be 
in  need  of  continuing  care. 

The  states,  however,  were  neither  organized  nor  staffed 
to  implement  EPSDT.  In  addition,  health-care  services 
were  often  unavailable  or  inaccessible  (many  health-care 
professionals  turned  Medicaid-eligible  patients  away 
because  of  relatively  low  payments,  claims'  paperwork, 
and  delays  in  reimbursement;  also,  the  ratio  of  providers 
to  population  varied  widely  between  urban  and  rural 
areas).  Adequate,  effective  outreach  services  were  lack- 
ing, as  were  reporting  and  tracking  systems  to  monitor 
services.  Coordination  between  Medicaid,  public  health, 
welfare,  and  social  service  agencies  was  at  a  low  level. 

Further,  how  were  states  to  encourage  Medicaid- 
eligible  families  to  utilize  preventive  health  services  avail- 
able to  them  under  EPSDT?  In  general,  people  do  not 
give  preventive  care  the  same  priority  as  crisis  care.  The 


*Martz,  Helen  E.,  Ph.D.,  "A  Case  Study  in  Program  Development: 
The  Role  of  the  Demonstration  Project  in  Developing  Medicaid's 
Child  Health  Program  (EPSDT)."  Health  Care  Financing  Ad- 
ministration, Office  of  Child  Health,  Washington,  D.C.  20201,  1981. 
The  report  references  other  publications  and  films  relating  to  the  sub- 
ject. 


poor  in  particular  may  forego  concern  over  future  health 
status  in  the  face  of  immediate  worries  over  food, 
clothing,  and  shelter.  Treatment  is  usually  sought  at  a 
relatively  late,  more  costly  stage  of  a  disease.  To  persist  in 
obtaining  necessary  treatment  in  the  maze  of  the  medical 
hierarchy  and  institutional  structure,  the  individual  may 
need  help.  There  may  be  problems  in  obtaining  or  paying 
for  transportation  to  the  source  of  medical  care  or  ar- 
ranging for  child-care  services. 

EPSDT  contained  new,  but  essential  components — 
program  management,  provider  recruitment,  outreach, 
case  management,  and  data  systems— that  presented 
special  problems  and  impeded  rapid  progress  in  many 
states. 

Learning  through  doing 

In  1971,  SRS  initiated  efforts  to  strengthen  the  existing 
system  to  implement  Medicaid  more  effectively,  creating 
an  Office  of  Program  Innovations.  Between  1971  and 
1974,  the  office  tested  new  ways  to  strengthen  areas  of 
program  weakness  and  devised  methods  for  both 
Medicaid  and  its  new  component— EPSDT— to  improve 
the  delivery  and  more  effective  use  of  health  care 
resources. 

To  accomplish  this,  it  employed  demonstration  pro- 
jects, contracts  with  non-governmental  organizations, 
collaboration  with  other  agencies,  and  cooperation  with 
national  professional  medical  and  dental  organizations. 
The  office  developed  and  distributed  technical  assistance 
materials,  training  materials  based  on  the  activities  of  the 
demonstration  projects,  and  various  publications  for 
state  and  local  use. 

The  EPSDT  demonstration  project  was  conceived  as  a 
laboratory  for  "learning  through  doing,"  in  which  new 
approaches  to  delivery  of  health  care  could  be  tried  and 
tested.  Its  design  was  a  cross  between  the  traditional 
research  project  and  the  service-delivery  project.  Among 
its  purposes: 

•  To  involve  federal,  state,  and  local  EPSDT  staff  in  a 
joint  effort  that  could  have  spinoffs  in  other  areas  of  pro- 
gram management; 

•  To  help  states  strengthen  their  programs  by  pro- 
viding experience  in  a  small,  controlled  environment  for 
identifying  workable,  effective  methods  and  procedures 
for  accomplishing  EPSDT  objectives; 

•  To  evaluate  the  effectiveness  and  replicability  of  the 
demonstration  model  or  any  of  its  components. 

Funding  for  the  demonstrations  came  largely  from 
federal  Medicaid  monies  (75  percent),  with  the  balance 
from  SRS  research  and  development  funds,  state  and 
local  funds,  private  foundations,  or  certain  other  federal 
agencies,  such  as  the  Department  of  Housing  and  Urban 
Development,  and  the  Appalachian  Regional  Commis- 
sion. Application  to  conduct  a  demonstration  had  to 
come  from  the  state  Medicaid  agency,  but  the  implemen- 
tation could  be  subcontracted  to  an  appropriate  public  or 
private  organization. 
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The  EPSDT  demonstrations  built  on  findings  of  earlier 
projects  conducted  by  the  Office  of  Program  Innova- 
tions. A  1971  project  in  Portsmouth,  Virginia,  showed 
that  subprofessional  staff  could  be  used  to  do  case 
management,  yielding  cost  benefit  to  the  program,  as 
well  as  improved  health  for  clients  served.  It  focused  on 
the  importance  of  local  responsibility,  organization,  and 
staffing  for  federally  funded  health  services.  The  impor- 
tance of  outreach  in  making  health  services  available  to  a 
community  was  also  demonstrated  in  an  early  project  in 
Richmond,  California. 

Trying  different  approaches 

To  identify  components  essential  to  a  comprehensive 
EPSDT  program  and  experiment  with  different  ap- 
proaches to  administering  EPSDT  at  the  local  level,  SRS 
funded  four  demonstration  projects,  starting  in  1972. 
Each  was  in  a  different  setting  and  served  a  different 
population  group.  Located  in  Texas,  New  Mexico, 
California,  and  the  District  of  Columbia,  they 
represented  a  plausible  mix  of  eligible  target  populations, 
institutional  settings,  and  various  approaches  to  im- 
plementing EPSDT. 


On-site  evaluation  provided  con- 
stant feedback,  enabling  projects 
to  promptly  alter  ineffective 
practices. 


The  demonstrations  focused  on: 

(1)  Investigating  the  impact  of  EPSDT  programs  on 
child  health; 

(2)  Developing  more  effective  and  efficient  tech- 
niques, methods,  and  procedures  for  EPSDT  outreach, 
screening,  case  management,  and  follow-through  care; 

(3)  Determining  the  costs  of  outreach  and  follow- 
through  activities; 

(4)  Developing  EPSDT  evaluation  models  that  pro- 
vided a  means  to  assess  the  effectiveness  of  various  state 
and  local  EPSDT  programs;  and 

(5)  Demonstrating  collaborative  relationships  between 
local  agencies  and  providers  in  relation  to  work  with 
schools  and  special  education;  needs  of  adolescents  and 
bringing  them  into  the  health  care  system;  and  assessment 
and  remediation  or  treatment  of  developmental  pro- 
blems. 

On-going  evaluatuion  of  each  of  these  projects  was 
provided  by  the  Health  Science  Research  Institute  of  the 
University  of  Texas.  HSRI  developed  a  common  data 
base  for  the  four  projects,  and  the  recordkeeping  of  each 
was  designed  or  modified  to  yield  comparable  informa- 
tion on  the  cost-effectiveness  of  alternative  methods  of 


outreach,  screening,  diagnosis,  and  follow-through  ac- 
tivities. This  also  allowed  comparison  of  utilization  of 
health  services  by  project  children  with  that  of  a  control 
group  of  children  for  whom  such  services  were  not  pro- 
vided. 

At  each  project,  an  on-site  HSRI  evaluator  collected 
data  from  the  time  of  the  first  beneficiary  contact 
through  case  completion.  Since  evaluation  was  an  in- 
tegral part  of  the  demonstration,  the  projects  received 
constant  managerial  feedback,  enabling  them  to  prompt- 
ly alter  operating  practices  and  procedures  shown  to  be 
ineffective  or  inefficient. 

The  four  projects  are  described  briefly  below: 

1 .  Comprehensive  Health  Care  for  Children  in  a  San 
Antonio  Barrio.  Started  in  1972,  when  the  states  were 
just  beginning  to  implement  EPSDT,  the  project  em- 
phasized training  of  community  health  aides  recruited 
from  among  low-income  Mexican-Americans  living  in 
the  area;  educational  programs  for  parents  of  enrolled 
children;  and  development  and  administration  of  a  case- 
management  system.  Records  of  clinic  activities  were 
designed  so  that  data  generated  could  be  processed  by 
computer  for  case  monitoring  purposes  as  well  as  for 
determining  the  cost-effectiveness  of  preventively 
oriented  pediatric  care.  Services  were  adapted  to  meet  the 
needs  of  Mexican-American  children. 

An  auxiliary  effort,  the  multiple-impact  therapy 
project,  aimed  to  demonstrate  and  evaluate  low-cost 
delivery  of  services  to  improve  family  emotional  stability, 
intra-family  relationships,  and  the  child's  self-concept. 
This  involved  the  assessment,  diagnosis,  and  treatment  of 
developmental  problems  of  Mexican-American  children. 
Information  was  sought  on  effective,  low-cost,  commu- 
nity-based techniques  for  treating  developmental  lags  in 
children,  especially  in  urban,  Spanish-speaking  areas. 

Improving  utilization  of  health  services  through 
better  parental  understanding  of  preventive  health  care 
practices  was  the  goal  of  another  segment  of  the  San  An- 
tonio project.  Aggressive  outreach  was  provided  and  its 
effectiveness  and  cost  tested.  Problems  identified  were 
followed  up,  and  there  were  immunization  and  health 
and  dental  education  programs,  as  well  as  referral  and 
other  support  services.  Concepts  used  in  this  project  were 
replicated  in  other  parts  of  Texas. 

2.  Model  for  a  Rural  Health  Delivery  System  in  a 
Distressed  Area  of  New  Mexico.  Could  a  rural  health 
care  delivery  system  provide  comprehensive  ambulatory 
services  to  a  widely  scattered  Indian,  Mexican-American, 
and  Spanish-American  population  having  inadquate 
transportation  and  almost  no  accessible  health  care 
resources?  Such  a  system  was  initiated  early  in  1972  in 
Cuba,  the  main  trading  post  for  about  1,500  residents  of 
the  area,  as  HEW's  first  rural  health  project.  From  the 
start,  it  included  a  strong  EPSDT  component. 

A  comprehensive  health  care  clinic  was  established 
at  Cuba  and  field  clinics  in  four  villages  within  a  50-mile 
I  radius.  A  two-way  radio  system  was  used  for  communi- 
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cation  between  the  Cuba  health  center  and  the  county 
medical  center,  90  miles  away. 

A  trained  emergency  medical  technician  manned  a 
two-ton  ambulance,  which  was  radio-equipped,  as  were 
four-wheel  drive  vehicles,  required  by  the  area's  un- 
paved,  unimproved  roads  and  trails. 

Comprehensive  medical  and  dental  care,  including 
preventive,  diagnostic,  and  follow-through  treatment, 
was  provided.  Laboratory  and  x-ray  services  and  needed 
drugs  were  available  as  was  round-the-clock  emergency 
service.  A  standard  medical  records  system  was  estab- 
lished, and  a  tracking  system,  complete  with  wall  maps 
showing  the  locations  of  area  residents. 

Central  and  field  clinics  were  manned  by  medical 
and  paraprofessional  staff  and  clerical  workers,  most  of 
them  area  residents.  Recruited  locally  because  of  the 
isolation  and  remoteness  of  the  area,  after  training,  and 
under  skilled  supervision,  they  added  an  important  ingre- 
dient to  the  project  through  speaking  the  native  language 
and  understanding  local  ways.  The  workers  provided 
health  education,  transportation,  and  patient  advocacy, 
and  assisted  with  health  assessments  and  patient  follow- 
up. 

An  evaluation  program  provided  baseline  as  well  as 
operating  data  to  test  the  effectiveness  of  the  system  and 
determine  how  well  such  care  improved  the  residents' 
health  and  saved  medical  costs  through  early  preventive, 
diagnostic  and  continuing  comprehensive  family  care.  It 
also  helped  determine  the  effectiveness  of  allied  and  para- 
professional supporting  health  care  personnel  in  extend- 
ing scarce  skilled  manpower  in  a  distressed  rural  area, 
and  the  applicability  of  this  model  to  other  such  areas. 

In  1975,  the  Cuba  project  added  physical  and 
developmental  assessment  for  children,  carried  out  in  col- 
laboration with  the  public  schools.  Many  cases  of  otitis 
media,  trachoma,  heart  murmurs,  and  developmental 
lags  were  identified  and  treated. 


A  nearby  Navajo  school  funded  by  the  Bureau  of 
Indian  Affairs  was  modeled  after  the  Cuba  project,  and  a 
Head  Start  program  for  Spanish-American  children  in 
the  county  also  set  up  its  program,  using  selected  features 
of  the  Cuba  project  as  a  model. 


Of  health  problems  found  by  early 
projects,  60-80%  were  previously 
unknown  and  untreated. 


3.  Implementation  of  EPSDT  Services  in  Child  Day- 
Care  Centers,  Washington,  D.C.  Started  in  1973  and 
designated  in  1975  as  HEW's  bicentennial  "showcase 
project,"  this  was  operated  by  the  National  Child  Day 
Care  Association  (NCDCA),  under  contract  with  the 
D.C.  Department  of  Human  Resources.  It  provided  the 
full  range  of  EPSDT  services  through  eight  pre-school 
day  care  centers  and  six  after-school  centers  for  children 
up  to  14  years  of  age  in  the  District's  low-income, 
"model  cities"  area.  In  addition  to  identifying  and 
assessing  preschool  children  with  physical,  developmen- 
tal, and  emotional  problems,  the  project  provided  help  to 
them  while  they  were  still  enrolled  in  the  day  care  centers. 
Transportation  for  physical  and  dental  treatment  was  ar- 
ranged. Participants  had  access  to  psychiatric  and 
medical  consultation  on-site,  in  addition  to  parapro- 
fessionals,  day  care  teachers,  and  other  staff.  Parents 
were  involved  in  the  treatment  of  their  children,  and 
health  education  was  stressed. 

The  project  designed,  developed,  and  implemented 
a  "lab  school"  program  that  combined  theoretical  and 
practical  experience  to  train  paraprofessionals  to  perform 
specific  tasks  in  all  areas  of  the  EPSDT  program.  This 
resulted  in  the  preparation  of  a  manual  for  the  training  of 
paraprofessionals.  To  collect  comparable  evaluative  data 
from  the  time  of  first  patient  contact  through  case  com- 
pletion, a  case  management  system  was  instituted. 

4.  Implementation  of  EPSDT  in  Model  Areas  (Urban 
and  Rural)  in  Contra  Costa  County,  California.  This 
project  is  an  outgrowth  of  the  earlier  Health  Care 
Outreach  Project  in  Richmond,  California,  that  demon- 
strated the  effectiveness  of  integrating  and  improving 
health  services  through  interagency  cooperation,  and  the 
training  and  use  of  local  paraprofessionals  in  providing 
outreach  and  other  health  support  services. 

Contra  Costa  provided  comprehensive  EPSDT 
services  aimed  at  improving  the  quality,  access,  utiliza- 
tion, and  follow-up  of  pediatric  health  care,  also  using  a 
service  integration  approach.  Case  management  and 
training  and  use  of  paraprofessional  staff  were  empha- 
sized, as  were  linkages  and  coordination  with  private  and 
public  child-health  services;  health  education  with  em- 
phasis on  hygiene  and  preventive  health  techniques;  in- 
creased citizen  participation  in  the  design  and  delivery  of 


health  services;  development  and  use  of  a  teenage  ad- 
visory committee;  and  parent  group  meetings. 

To  reduce  the  incidence  of  teenage  pregnancies  and 
venereal  disease,  this  project  provided  health  education 
through  "peer  referral  agents,  student  counselors,  stu- 
dent aides,  and  peer  educators." 

Improved  health  vs.  cost  savings 

The  foremost  finding  from  these  first  four  EPSDT 
demonstration  projects  was  that  EPSDT  improved  the 
health  status  of  children,  rather  than  showing  large,  im- 
mediate cost  savings.  The  need  was  clear:  medical  pro- 
blems were  found  in  nearly  half  (47  percent)  of  children 
screened,  and  more  than  half  (52  percent)  had  both 
medical  and  dental  problems  (7  percent  had  three  or  more 
problems).  Fewer  than  one  percent  had  undergone  a 
previous  examination  comparable  to  what  EPSDT  re- 
quired. In  the  D.C.  project,  64  percent  had  had  no 
physical  examination  in  the  previous  12  months. 

Other  findings  that  were  to  be  important  to  the  subse- 
quent design  and  direction  of  the  EPSDT  program: 

•  Sixty  to  80  percent  of  the  problems  found  were 
previously  unknown  and  untreated;  80  percent  were 
chronic  and  20  percent  acute. 

•  Dental  caries  was  the  most  frequent  problem  in  20  to 
50  percent  of  children  screened.  Iron  deficiency  was 
second,  vision  problems  third,  and  hearing  loss  fourth.  In 
the  San  Antonio  project,  genitourinary  and  pinworm 
problems  were  more  common  than  vision  and  hearing 
problems. 


Computerized  case-management 
increased  the  numbers  of  clients 
showing  up  for  appointments, 
problems  solved,  cases  completed. 


•  Immunization  levels  were  low — 45  to  80  percent  of 
the  children  screened  in  three  of  the  projects  had  no  im- 
munizations for  diptheria,  pertussis,  whooping  cough, 
and  polio. 

•  In  the  D.C.  project,  2  percent  of  208  children  were 
found  to  have  a  developmental  lag  in  at  least  one  of  the 
following  areas:  language,  cognition,  visual,  motor,  or 
memory.  In  the  Cuba  project,  85  percent  of  806  children 
screened  had  one  or  more  problems  in  language,  intellec- 
tual, visual,  motor,  or  emotional  skills.  Roughly  5  per- 
cent of  7,000  preschoolers  in  the  project  had  severe 
developmental  problems;  the  percentage  was  higher  in 
school-age  children. 

•  Following  referral  to  a  health  care  provider,  the  pro- 
jects lost  track  of  many  children  with  recognized  prob- 
lems. Case  monitoring  was  a  major  deficiency;  referral 
the  weakest  link. 


•  Trained  paraprofessionals,  working  under  skilled 
supervision,  were  used  successfully  in  outreach,  case 
monitoring  (case  management),  health  education,  and 
follow-up,  and  to  assist  in  physical  and  developmental 
history-taking  and  screening. 

•  Home  visits  by  trained,  local  paraprofessionals 
proved  the  most  effective  approach  to  casefinding,  as 
measured  by  appointments  scheduled  and  kept.  Pro- 
viding transportation  when  needed  increased  the  effec- 
tiveness of  this  effort.  Outreach  through  letters  and  tele- 
phone calls  was  least  effective. 

•  Providing  EPSDT  services  in  day  care  and  school 
settings  created  problems  associated  with  synchronizing 
schedules  with  school  activities,  obtaining  needed  infor- 
mation from  parents,  and  student  absenteeism,  but 
avoided  other  usual  casefinding  problems.  Based  on  the 
experience  of  the  Cuba  and  D.C.  projects,  however, 
screening  in  the  schools  is  a  cost-effective  way  to  conduct 
EPSDT  and  achieve  high  rates  of  participation. 

•  The  health  of  Contra  Costa  children  who  received 
subsequent  (periodic)  screening  improved  from  67  per- 
cent on  first  screening  to  80  percent  at  the  second  (based 
on  a  healthiness  rating  scale  developed  by  HSRI).  Dental, 
vision,  nutritional,  and  immunization  status  improved, 
due  to  treatment  of  previously  untreated  problems  and 
emphasis  on  updating  immunizations  on-site.  In  more 
than  one  percent  of  children,  some  conditions  were 
detected  sufficiently  early  to  prevent  an  expenditure  over 
two  to  three  years  of  thousands  of  health  care  dollars  per 
child. 

Evaluators  make  recommendations 

HSRI,  after  evaluating  the  four  demonstration  pro- 
jects, made  certain  recommendations  for  the  improve- 
ment of  the  EPSDT  program: 

•  Screening — Standardize  definitions  for  positive 
screening  findings  and  reporting,  as  such  definitions  are 
essential  to  effective  program  management.  Also,  each 
child  should  be  screened  on  a  maximum  of  two  visits,  as 
fragmented  screening  inflates  costs. 

•  Staffing — Encourage  use  of  trained  community 
aides,  working  under  skilled  supervision.  Greater  use  of 
paraprofessionals  and  allied  professionals  can 
significantly  lower  costs  and  extend  services.  In  com- 
munities were  English  is  not  the  primary  language  spoken 
in  the  home,  local,  bilingual  casefinders  and  case 
monitors  are  essential  to  the  success  of  EPSDT. 

•  Administration  and  evaluation — States  need  in- 
creased federal  funding  to  carry  out  casefinding,  case 
monitoring,  diagnosis,  and  treatment  functions,  since 
higher  fees  are  needed  to  encourage  greater  provider  par- 
ticipation. Controlled  longitudinal  studies  should  be  at- 
tempted to  document  the  impact  of  the  program  on 
health  care  costs,  given  the  examples  of  early  detection  of 
disease. 
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•  Medical  and  other  services— Because  of  the  high  in- 
cidence of  developmental  lags,  programs  should  (in  col- 
laboration with  parents  and  teachers)  arrange  for 
diagnosis  and  follow-up  treatment,  and  develop  needed 
treatment  resources,  working  with  other  agencies  and 
resources  in  the  community.  Interagency  efforts  are  also 
needed  to  foster  preventive  dental  care  and  combat  the 
high  incidence  of  dental  caries.  Each  child's  immuniza- 
tion status  should  be  reported  and  those  with  incomplete 
immunizations  brought  up  to  date  at  the  screening  site. 
Programs  should  provide  essential  transportation  serv- 
ices, renting  or  purchasing  vehicles  and  driver  services  as 
needed.  The  highest  rates  of  treatment  for  dental  and 
vision  problems  was  in  projects  where  project  staff 
escorted  children  with  these  problems  directly  to  treat- 
ment. Innovative  methods  are  needed  to  assure  that 
children  with  these  specific  problems  get  to  treatment. 


EPSDT  teamed  with  Johns  Hopkins 
University  to  reach  and  help  low- 
income,  adolescent  mothers. 


•  Outreach  and  case  monitoring— Personalized,  inten- 
sive outreach  techniques  should  be  utilized,  including  use 
of  community  aides  to  achieve  more  than  a  15  percent 
participation  rate  (number  of  children  screened  divided 
by  number  of  eligibles  at  a  given  time).  Casefinding  and 
case  monitoring  functions  should  be  included  when 
budgeting  and  contracting  for  EPSDT  services. 

Schools  collaborate  with  EPSDT 

There  were  other  child  health  demonstration  projects, 
also  funded  by  SRS,  that  provided  useful  findings.  For 
instance,  mental  health  screening  and  treatment  were 
combined  with  comprehensive  EPSDT  services  in  a 
school-based  project  in  Cincinnati.  The  project  used 
mass  screening,  with  input  from  teachers  and  classroom 
observation,  to  identify  children  with  developmental 
problems.  Screening  according  to  EPSDT  guidelines,  the 
project  identified  children  poorly  adjusted  to  school  to 
determine  if  medical  problems  were  causing  their  diffi- 
culty. 

There  was  coordination  among  the  six  schools  in- 
volved,  other  agencies,  and  families  to  provide  needed 
remedial  medical  and  mental  health  treatment.  Teachers 
were  helped  to  gain  greater  understanding  of  children 
with  special  problems  and  to  improve  teaching  ap- 
proaches  to  such  children.  Project  staff  received  training 
to  improve  their  ability  to  deliver  both  medical  and 
social-behavioral  services  required.  A  play  therapy/ 
counseling  program  to  help  children  with  mental  health 
problems  develop  social  skills  was  instituted  within  the 
schools. 

Another  school-linked  EPSDT  demonstration,  but 
with  a  different  focus,  was  located  in  Lawrence,  Massa-  I 


chusetts.  There,  an  educational  collaborative,  the  Merri- 
mack Education  Center,  served  EPSDT  as  a  broker  for 
services  from  providers— clinics,  mental  health  centers, 
hospitals,  social  service  agencies,  and  physicians— to  in- 
tegrate local  delivery  of  the  necessary  health  and  educa- 
tion services  to  community  children. 

All  eligible  children  in  the  city's  public  schools  were 
served,  from  pre-school  through  high  school,  as  well  as 
teenagers  who  left  school  without  a  diploma.  Merrimack 
arranged  agreements  with  providers  for  delivery  of  serv- 
ices, follow-up,  special  diagnosis  and  treatment,  psy- 
chological counseling,  and  appropriate  documentation  of 
services. 

EPSDT  goes  computer 

A  client-focused,  but  computerized  case-management 
system  was  the  most  significant  feature  of  an  EPSDT 
demonstration  project  in  Dade  County,  Florida.  It 
achieved  substantial  improvement  in  the  number  of 
clients  showing  up  for  screening  and  first  treatment  ap- 
pointments, client  problems  resolved  and  cases  com- 
pleted (89  percent  of  those  screened).  Case  management 
costs  were  reduced  70  percent,  without  concomitant  in- 
crease in  costs  of  services. 

The  system  included  an  on-line  computer  for  entry, 
storage,  retrieval  of  data,  and  daily  input,  with  video  ac- 
cess. The  computer  also  produced  transaction  and  time 
forms,  as  well  as  periodic  operation,  management,  and 
evaluation  reports.  A  case  monitor  collected  case  man- 
agement information  and  used  the  computer  as  a  tracking 
system.  Periodic  output  reports  were  used  in  serving 
clients,  supervision  of  staff,  and  project  evaluation.  The 
system  was  linked  to  a  computerized  time-accounting  sys- 
tem, allowing  automatic  calculation  of  per-case  costs  of 
case  monitoring. 

To  facilitate  its  replication  in  other  states,  a  summary 
of  the  system  was  distributed  to  all  state  EPSDT  agen- 
cies. (A  tape  of  the  computer  program  is  available  from 
HCFA's  Office  of  Child  Health.) 

Focusing  on  teenage  mothers 

At  Johns  Hopkins  University  School  of  Medicine  in 
Baltimore,  EPSDT  teamed  up  with  the  adolescent  pro- 
gram to  expand  services  and  use  hospital  resources  to 
help  low-income,  adolescent  mothers  return  to  school  or 
become  self-supporting.  Many  departments  of  this  distin- 
guished hospital  plus  other  community  agencies  par- 
ticipated. 

The  project  provided  early  and  periodic  screening  for 
teenage  girls  during  pregnancy,  followed  by  diagnosis 
and  treatment  where  necessary,  intensive  intervention  to 
prevent  subsequent  adolescent  pregnancy,  and  an  evalua- 
tion of  the  effectiveness  of  the  effort. 

About  31  percent  of  Baltimore's  adolescent  girls  17 
years  of  age  and  below  who  chose  to  continue  their 
pregnancies  were  referred  to  the  Johns  Hopkins  Center. 
Staff  members  participated  in  the  formal  and  informal 
educational    process   during    pregnancy,  post-natal 
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hospital  stay,  and  in  the  follow-up  program.  Close  liaison 
was  maintained  with  the  city  health  department,  family 
planning  clinics,  and  public  health  nurses  to  ensure  con- 
tinued gynecological  coverage,  and  with  the  city's  depart- 
ment of  social  services  and  education. 

During  a  two-year  follow-up  of  mothers  and  infants, 
the  project  provided  physical  and  developmental  care  and 
treatment  as  needed;  education  in  health,  child  develop- 
ment, and  family  life;  vocational  counseling;  and  other 
services  to  help  the  young  mother  return  to  school  or 
become  employable.  Most  of  the  girls  were  educationally 
handicapped,  with  none  able  to  read  at  higher  than  sixth 
grade  level.  Services  were  directed  toward  preventing 
future  unwanted  pregnancies  and  developing  social  ma- 
turity and  coping  skills  in  both  mother  and  father.  A  con- 
trol group  composed  of  teenage  pregnant  girls  referred  to 
other  care  provided  data  for  evaluation  purposes. 

Early  findings  of  this  project  indicated  a  marked  in- 
crease in  the  number  of  live,  normal  births  and  a  marked 
reduction  in  subsequent  unwanted  pregnancies.  The  pro- 
ject gave  EPSDT  much  helpful  information  about  how  to 
reach  the  eligible,  teenage  population  and  deal  effectively 
with  some  of  its  specific  problems.  The  project  also 
reflected  increased  departmental  concern  about  the  in- 
creasing incidence  of  teenage  pregnancy  and  alternatives 
to  abortion. 

Rippling  outward — to  where? 

To  what  extent  did  the  "ripples"  or  results  of  these 
demonstration  projects  affect  the  subsequent  develop- 
ment of  the  EPSDT  program?  It  is  possible  to  identify 
some  specific  steps  clearly  taken  as  a  result  of  the 
demonstration  experience. 

Portsmouth's  early  model  of  local  organization  and 
staffing  was  adapted  by  subsequent  demonstration  pro- 
jects to  provide  for  outreach,  case  management,  health- 
related  services,  health  education,  and  follow-through 
for  case  completion  by  trained  paraprofessional  health 
aides.  Its  demonstration  of  the  savings  to  an  operational 
EPSDT  program  through  the  use  of  local  case  aides  (one- 
third  to  one-half  of  the  cost  of  hospital  days,  physician 
services  and  drugs)  helped  to  influence  the  subsequent 
policy  change  to  increase  federal  matching  from  50  to  75 
percent  for  local  staff  performing  health-related  func- 
tions. Picking  up  on  this  option,  a  number  of  other  states 
used  health  aides  to  help  in  the  local  implementation  of 
EPSDT;  for  example,  Texas  hired  over  400  such  health 
aides. 

The  Rural  Health  Delivery  Project  in  Cuba,  New  Mex- 
ico, directed  attention  to  the  need  for  further  expansion 
in  the  area,  and  was  indirectly  influential  in  the  subse- 
quent funding  of  a  Rural  Health  Demonstration  Program 
using  Title  XIX  funds.  This  program  was  later  trans- 
ferred to  the  Public  Health  Service,  and  efforts  are  con- 
tinuing to  strengthen  the  EPSDT  portion  of  its  activities. 

Knowledge  and  experience  gained  under  the  projects  in 
local  organization,  staffing,  and  case  management  were 
incorporated  into  other  EPSDT  program  planning  and 
affected  many  policy  decisions  concerning  the  delivery  of 


EPSDT  services  at  the  local  level.  The  revised  reporting 
system  reflects  these  newer  program  and  management 
areas.  Other  areas  were  identified  where  further  study 
and  experimentation  were  needed:  inclusion  of  the  older 
child  in  EPSDT;  provision  of  developmental  assessment 
and  treatment;  the  role  of  the  school;  increased  in- 
teragency collaboration;  a  computerization  of  case  man- 
agement. 

Spreading  the  word 

Word  about  the  findings  of  the  demonstration  projects 
was  spread  by  various  means.  Both  SRS/HCFA  and  the 
Health  Services  Research  Institute  distributed  reports  on 
demonstration  activity  and  evaluations  in  response  to  re- 
quests from  state  and  local  agencies  and  interested  in- 
dividuals. 

Various  technical  assistance  publications  were 
prepared  in  areas  identified  as  needing  strengthening, 
sometimes  in  collaboration  with  contractors  or  profes- 
sional associations.  Such  publications  have  provided  a 
professional  base  for  implementing  EPSDT  and  for  gain- 
ing cooperation  from  providers  of  care.  Films  of  two  pro- 
jects (New  Mexico  and  California)  have  been  widely  used 
as  training  materials  at  federal,  state,  and  local  levels.* 

Knowledge  gained  from  the  demonstrations  also  con- 
tributed to  the  design  of  technical  assistance  services  re- 
quested by  about  20  state  Medicaid  agencies  and  pro- 
vided by  several  contractors. 

Visitors  from  all  over  the  United  States  and  many 
foreign  countries  saw  EPSDT  in  action  in  the  District  of 
Columbia  during  the  nation's  bicentennial  in  1976.  Inter- 
national visitors  continued  to  be  guided  to  EPSDT  pro- 
jects around  the  country  by  the  SRS  International  Office, 
further  disseminating  the  concepts  of  child  health  care 
embodied  in  EPSDT. 


Demonstration  projects:  The  cutting 
edge  of  program  development 


Finally,  the  EPSDT  demonstrations  attracted  addi- 
tional funding  from  a  variety  of  public  and  voluntary 
agencies  and  private  organizations,  including  county  and 
state  health  departments,  the  Public  Health  Service,  and 
the  Robert  Wood  Johnson,  Hogg,  and  Kennedy  Founda- 
tions. 

INCREASING  RECOGNITION  HAS  BEEN  GIVEN 
to  the  demonstration  project  as  the  cutting  edge  of  pro- 
gram development  in  adapting  the  existing  Medicaid  pro- 
gram to  the  innovative  requirements  of  its  EPSDT  com- 
ponent. The  impact  of  these  demonstrations  is  increas- 
ingly reflected  in  significant  progress  that  is  helping  to 
shape  the  future  of  health  care  delivery  for  all  children. 


♦Readers  interested  in  the  availability  of  these  materials  may  contact  the 
HCFA  Office  of  Child  Health,  Washington,  D.C.  20201. 
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NEW  STRATEGIES  FOR 


CONTAINING  HOSPITAL  COSTS 
UNDER  MEDICAID 


States  devise  innovative,  sophisticated  systems 
to  control  reimbursement  costs  

by  Kathy  M.  Feuerherd 


Expenditures  for  inpatient  hospital 
services  furnished  to  beneficiaries 
under  the  Medicaid  program  have 
reached  staggering  proportions.  The 
total,  jointly  financed  federal  and 
state  annual  payout  for  inpatient  hos- 
pital care  furnished  to  program  bene- 
ficiaries is  expected  to  exceed  $7.2 
billion  in  fiscal  year  1981.  In  1975, 
the  figure  was  approximately  $3.8 
billion.  In  a  brief  six  years,  these 
benefit  payments  have  increased  by 
90  percent. 

Given  the  magnitude  and  escala- 
tion of  these  costs,  and  plagued  by 
limited  fiscal  resources,  how  are 
states  able  to  maintain  their  commit- 
ment to  share  in  the  funding  of  basic 
hospital  services  for  their  most  needy 
citizens?  For  some  states,  one  way  to 
strike  a  balance  between  need  and 
cost  has  been  to  exercise  the  broad 
authority  granted  to  them  under  title 
XIX  of  the  Social  Security  Act  to  set 
payment  rates  for  inpatient  hospital 
services  furnished  to  Medicaid  benefi- 
ciaries. After  taking  a  brief  look  at 
the  status  quo  in  hospital  reimburse- 
ment, this  article  explores  what  states 
are  doing  or  can  do  to  implement 
cost-constraining  ratesetting  systems, 
given  recent  significant  legislative 
changes. 

UNTIL  RECENTLY,  MEDICAID 
required  a  state  to  pay  the  reasonable 
cost  of  inpatient  hospital  services, 
using  methods  and  standards  devel- 
oped by  the  state  and  approved  by  the 
Federal  Government. 

The  concept  of  reasonable  cost 
stems  primarily  from  the  Medicare 
program's  comprehensive  methodol- 
ogy for  payment  to  institutional  pro- 
viders for  basic  health  services,  refer- 


red to  as  the  Medicare  principles  of 
reimbursement.*  Under  these  prin- 
ciples, hospitals  are  paid  on  the  basis 
of  actual  allowable  and  reasonable 
costs  they  incur  in  delivering  patient 
care,  determined  through  structured, 
detailed  methods  for  determining  and 
reporting  costs  after  the  care  is  pro- 
vided. 

To  assure  the  ongoing  financial  via- 
bility of  hospitals,  Medicare  makes 
periodic  payments  to  hospitals  based 
on  the  estimated  continuing  cost  of 
furnishing  services  to  program 
beneficiaries.  At  the  close  of  each  hos- 
pital's fiscal  year  or  accounting 
period,  a  retrospective  settlement  is 
calculated  to  reconcile  the  difference 
between  interim  payments  made  and 
actual  costs  incurred  by  the  hospital  to 
deliver  services  to  program  benefi- 
ciaries during  that  period. 


Many  state  officials 
felt  they  had  lime 
choice  but  to  use 
the  reasonable-cost 
principle  of  payment 


In  recent  years,  this  cost-based  ret- 
rospective payment  system  has  been 
the  predominant  method  used  by 
third-party  payers  to  pay  for  inpatient 
hospital  services  and  is  followed,  with 
limited  exceptions,  by  Medicare,  most 
states  administering  the  Medicaid  pro- 
gram, and  many  Blue  Cross  plans. 

♦Codified  in  Chapter  42,  Subpart  D  of  the 
Code  of  Federal  Regulations.  They  are  based 
on  the  reasonable  cost  provisions  of  Section 
1861(v)  of  the  Social  Security  Act. 


Under  Medicaid,  although  a  state 
could  develop  its  own  payment 
methods,  only  about  12  states  did  so. 
Since  the  law  mandated  "reasonable 
cost"  reimbursement,  many  state  of- 
ficials apparently  felt  that  they  had 
little  or  no  choice  but  to  utilize  the 
Medicare  principles  to  pay  for  Medic- 
aid hospital  services. 

This  viewpoint  was  highlighted  in  a 
recent  study  conducted  by  the  Ameri- 
can Public  Welfare  Association* 
under  a  contract  with  the  Health  Care 
Financing  Administration,  which  has 
federal  responsibility  for  Medicaid. 
In  the  published  findings,  state  offi- 
cials responsible  for  administering  the 
program  identified  lack  of  flexibility 
to  redefine  reasonable-cost  ap- 
proaches to  hospital  reimbursement 
as  one  of  the  most  significant  federal 
barriers  to  effective  program  manage- 
ment. 

State  officials  viewed  this  con- 
straint as  a  serious  problem  because 
of  deficiencies  in  the  reasonable-cost 
concept,  as  shaped  by  the  Medicare 
principles.  The  approach  has  been 
cited  as  inherently  inflationary,  pri- 
marily because  it  fails  to  offer  effec- 
tive incentives  to  hospitals  to  operate 
more  efficiently  or,  conversely,  effec- 
tive disincentives  to  operate  ineffi- 
ciently. Reasonable  cost  actually  con- 
tains disincentives  for  hospitals  to 
constrain  expenditures,  as  cost  reduc- 
tions only  result  in  correspondingly 
reduced  revenue. 

Further,  the  retrospectivity  of  the 
system  makes  it  difficult  for  hospitals 
to  establish  sound  budgets  for  future 

*  Federal  Regulations,  Reporting  Require- 
ments, and  Statutes  as  Barriers  to  More  Effi- 
cient Medicaid  Program  Operation:  State 
Perspective.  Washington,  D.C.,  May  1981. 
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periods,  since  they  are  less  able  to  re- 
liably predict  revenue  and  to  budget 
or  control  expenses  accordingly. 
From  the  standpoint  of  the  state,  the 
retrospective  approach  can  make  it 
equally  difficult  to  predict  or  manage 
future  payments  for  services,  since 
that  payout  is  dependent  primarily 
upon  factors  beyond  that  state's 
direct  control. 

Now:  ''Reasonable,  adequate  rates" 

These  perceived  problems  and  defi- 
ciencies provided  the  impetus  for  leg- 
islative change.  As  part  of  the  Omni- 
bus Budget  Reconciliation  Act  of 
1981  (Public  Law  97-35),  enacted  in 
August,  Congress  deleted  the  require- 
ment that  states  pay  for  inpatient 
hospital  services  on  a  reasonable  cost 
basis.  Instead,  state  must  now  base 
such  payments  on  rates  the  state 
finds —  and  makes  assurances 
satisfactory  to  the  Secretary  of 
Health  and  Human  Services — are 
"reasonable  and  adequate  to  meet 
costs  that  must  be  incurred  by  effi- 
ciently and  economically  operated 
facilities." 


Other  changes  are  embodied  in  the 
new  law.  Providers  must  file  uniform 
cost  reports  with  the  states  and  under- 
go periodic  audit  of  these.  Other  pro- 
visions require  that  methods  and 
standards  developed  by  the  states: 

•  Take  into  account  the  situation 
of  hospitals  that  serve  a  dispropor- 
tionate number  of  low-income  pa- 
tients with  special  needs;  and 

•  Provide  for  lower  reimburse- 
ment rates  reflecting  the  level  of  care 
actually  received  by  hospital  patients 
receiving  services  at  an  inappropriate 
(post-hospital)  level  of  care. 

Also,  states  must  assure  that  indi- 
viduals eligible  for  medical  assistance 
have  reasonable  access  (taking  into 
account  geographic  location  and  rea- 
sonable travel  time)  to  inpatient  hos- 
pital services  of  adequate  quality. 

What  do  these  changes  mean?  The 
Department  of  Health  and  Human 
Services  published  final  regulations 
this  fall  designed  to  implement  these 
new  requirements  and  to  carry  out  the 
intent  of  Congress.  The  regulations 
established  minimal  procedural  and 


information  reporting  requirements 
for  states  to  follow  in  submitting  as- 
surances concerning  payment  rates  to 
the  Secretary.  Under  these  new  rules, 
states  are  granted  greatly  increased 
administrative  discretion  and  flexibil- 
ity to  develop  their  own  methodologies 
for  payment  of  inpatient  hospital  ser- 
vices. 

It  is  likely  that  many  of  the  states 
adhering  to  the  more  traditional 
"reasonable  cost"  approach  will  be 
actively  interested  in  exercising  their 
increased  authority  to  develop  alter- 
native payment  systems  and  can  bene- 
fit from  progress  made  by  states  al- 
ready exploring  approaches  that  are 
more  cost-constraining  than  the 
Medicare  principles. 

Managing  unmanageable  costs 

State  Medicaid  programs  are  very 
diverse  in  terms  of  eligibility  require- 
ments, range  of  covered  services,  size 
and  characteristics  of  eligible  popula- 

Kathy  Feuerherd  is  a  senior  program  analyst  in 
HCFA 's  Bureau  of  Program  Policy,  Division 
of  Alternative  Reimbursement  Systems.  She 
has  worked  for  13  years  in  the  area  of  Medicare 
and  Medicaid  reimbursement. 
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tions,  and  other  important  features. 
Yet  states  as  different  from  each 
other  in  these  and  other  respects  as 
California  and  Alabama,  New  York 
and  Mississippi,  have  initiated  hospi- 
tal payment  systems  that  are  helping 
them  gain  control  over  expenditures 
that  had  become  virtually  unmanage- 
able. 

Existing  alternative  systems,  which  ! 
encompass  a  variety  of  approaches, 
have  been  improving  steadily  in  terms 
of  design  and  effectiveness.  Not  un- 
commonly, a  state  system  of  hospital 
reimbursement  will  draw  upon  or  be 
complementary  to  experimental  sys- 
tems conducted  under  research  fund- 
ing or  waiver  authorities  administered 
by  the  Health  Care  Financing  Admin- 
istration.* The  important  distinction, 
though,  is  that  alternative  payment 
systems  in  this  context  are  limited  pri- 
marily to  Medicaid.  The  experimental 
systems  are  usually  comprehensive, 
all-payer  systems. 

Generically,  alternative  payment 
systems  under  Medicaid  can  be  di- 
vided into  five  categories:  prospective 
rate  setting,  budget  review,  budget  re- 
view by  exception,  rate-of -increase 
control,  and  charges.  Every  existing 
system,  however,  contains  hybrid  ele- 
ments or  other  modifications  not 
amenable  to  classification.  Briefly, 
characteristics  of  the  systems  are  as 
follows: 

•  Prospective  ratesetting — This  is 
an  approach  by  which  the  rates  or 
amounts  to  be  paid  for  patient  ser- 
vices during  a  specified  period  are 
established  by  a  regulatory  authority 
(in  this  instance,  the  state  agency) 
prior  to  the  defined  rate  period.  By 
establishing  the  rates  or  amounts  of 
payment  before  services  are  provided, 
prospective  payment  systems  can:  (1) 
create  incentives  for  providers  to 
achieve  efficiencies  to  keep  their  ac- 
tual expenditures  within  or  below  the 
prospectively  determined  rates,  and 
(2)  introduce  a  greater  degree  of 
budgetary  certainty  and  predictability 
for  both  the  hospitals  and  the  Medic- 
aid program. 

Prospective  ratesetting  requires 
defining  and  establishing  a  base- 

*See  the  article  entitled  "How  Some  States 
Weather  High  Cost  of  Hospital  Care"  in  the 
April  1981  issue  of  Forum,  for  an  overview  of 
the  hospital  payment  experiments. 


period  for  hospitals'  costs,  and  de- 
veloping a  methodology  to  project 
base  period  costs  forward  to  a  defin- 
ed rate  period.  A  state  may  introduce 
many  variations  on  this  approach. 
For  instance,  in  the  simplest  form, 
prospective  rates  can  be  established 
on  a  hospital-by-hospital  basis,  using 
the  hospitals'  own  fiscal  cycles  to  es- 
tablish base  and  rate  years.  Or,  hospi- 
tals can  be  classified  into  peer  groups 


the  lower  of:  (1)  their  customary 
charges,  (2)  reasonable  cost  deter- 
mined under  the  Medicare  prin- 
ciples, or  (3)  a  retroactive  cost  per 
discharge  (CPD)  limit  calculated 
under  a  rate-of-increase  control 
formula.  Under  this  system,  the 
state  establishes  a  fixed  base- 
period  against  which  the  CPD  limit 
is  calculated  in  subsequent  cost-re- 
porting periods  at  the  time  of  cost- 
report  settlement. 

The  CPD  limit  is  specific  to  each 
hospital.  The  limit  is  a  composite 
of  base-period  costs  selectively  in- 
dexed for  inflation,  plus  costs  of 
pass-through  categories  (e.g., 
utilities,  capital  costs)  and  a  1  per- 
cent net  service-intensity  growth 
margin.  The  CPD  limit  calculated 
for  the  "settlement"  year  is  ad- 
justed to  reflect  changes  in  volume 
over  the  base  year. 

Wages  are  not  included  as  an  ex- 
pense category  indexed  for  infla- 


for  purposes  of  cost  comparison  and 
their  base-period  costs  projected  to  a 
common  rate-year. 

•  Budget  review — Under  this  ap- 
proach, proposed  budgets  and  re- 
ports for  a  prospective  fiscal  period 
are  submitted  in  advance  by  each  in- 
stitution to  the  state  agency.  Individ- 
ual budgets  serve  as  the  basis  for  for- 
casting  of  expenditures  and  revenues, 
and  for  cost  analysis  and  control. 


lection  base  to  a  uniform  rate  per- 
iod. Class  ceilings  are  imposed  on 
the  hospitals'  per  diem  operating 
costs. 

To  preserve  the  prospectivity  of 
the  system,  the  state  "rolls  for- 
ward" into  the  subsequent  rate 
period  any  discrepancy  between 
the  projected  and  actual  value  of 
its  current-period  inflation  index. 

Capital  costs  in  the  base  period 
are  subjected  to  a  low-occupancy 
penalty,  where  applicable,  and 
held  constant  at  that  level  for  one 
subsequent  rate  period.  Education 
costs  are  trended  forward  from  the 
base  period  to  the  rate  period  by 
the  labor-related  component  of  the 
economic  index.  A  hospital's  pro- 
spective rate  is  the  sum  of  its  ad- 
justed capital  and  education  costs 
per  diem,  plus  the  lower  of  its 
operating  costs  per  diem  trended 
by  the  index  or  the  applicable  class 
ceiling. 


Profiles  of  Two  States 


The  basic  design  and  most  sig- 
nificant features  of  hospital  pay- 
ment systems  developed  by  Cali- 
fornia and  Alabama  are  sum- 
marized below.  But  a  word  of  cau- 
tion is  in  order.  Although  general 
approaches  can  be  replicable 
across  different  states,  individual 
features  may  not  be,  depending  on 
the  characteristics  of  a  state's 
economy  and  the  local  hospital  in- 
dustry that  may  be  unique  to  that 
state.  Any  design  feature  must  be 
considered  in  the  context  of  the 
specific  problems  a  particular  state 
is  attempting  to  address  in  its  pay- 
ment methodology. 

California 

California  reimburses  hospitals 


tion;  rather,  California  has  a  for- 
mula by  which  it  recognizes  wage- 
rate  increases,  but  holds  staffing 
levels  constant  at  the  base-period 
level.  The  state  has  developed  a 
low-occupancy  adjustment  to  pro- 
portionately reduce  expenses  asso- 
ciated with  excess  idle  capacity. 

Alabama 

Alabama  opted  to  develop  a 
prospective  ratesetting  system. 
Hospitals  are  classified  into  peer 
groups  on  the  basis  of  bed-size  and 
urban/rural  location  criteria.  A 
hospital-input  price  index  is  ap- 
plied to  inflate  hospital  "operating 
costs"  (total  costs  excluding  de- 
fined capital  and  education  costs) 
from  the  various  cost-reporting 
periods  represented  in  the  data-col- 


OCTOBER  1981/HCFA  FORUM 


Each  budget  is  reviewed  by  the  state 
for  approval  or  modification. 

Because  individual  budget  review 
permits  sensitivity  to  the  differences 
between  hospitals  that  might  impact 
upon  costs,  it  is  favored  by  many  pro- 
viders as  best  acknowledging  the  fi- 
nancial requirements  of  their  institu- 
tions. The  review  process,  at  the  same 
time,  enables  the  state  to  exert  direct 
influence  on  decisions  affecting  insti- 
tutional costs. 

However,  the  lengthy,  detailed, 
budget-by-budget  review  procedure 
required  by  this  method  demands  a 
large  staff,  skilled  in  hospital  finance 
and  management.  A  state  with  a  sub- 
stantial number  of  providers  might 
well  find  employment  of  sufficient 
personnel  with  qualifications  ade- 
quate to  match  their  institutional 
counterparts  a  difficult,  perhaps  in- 
surmountable problem. 

•  Budget  review  by  exception— A 
variation  of  individual  budget  review, 
this  method  focuses  on  high- 
expenditure  or  relatively  costly 
hospitals.  Hospital  budgets  are  sub- 
mitted in  accordance  with  uniform  re- 
porting standards  to  the  state,  which 
screens  them  by  means  of  selected  fi- 
nancial guidelines  and  statistical 
parameters  to  isolate  those  requiring 
detailed,  individual  review.  The 
screening  process  may  be  simple, 
testing  only  aggregate  cost,  or  highly 
sophisticated,  subjecting  departmen- 
tal and  even  individual  expense 
categories  to  successive  levels  of  cost 
and  productivity  "screens."  Institu- 
tional budgets  not  sorted  out  for  indi- 
vidual review  are  usually  approved 
with  little  further  scrutiny. 

Budget  review  by  exception,  there- 
fore, reduces  the  review  burden  upon 
the  state,  lowers  staffing  level  re- 
quirements, provides  more  imper- 
sonal and  objective  review  standards, 
and  lessens  direct  involvement  in  the 
managerial  affairs  of  most  hospitals. 

•  Rate-of -increase  control — De- 
scribes formula  approaches  to  estab- 
lishing limits  on  the  rates  of  increase 
in  hospital  expenditures  that  will  be 
recognized  in  Medicaid  reimburse- 
ment. Usually,  the  controlled  rate  of 
increase  is  a  composite  value  derived 
by:  (1)  indexing  selected  costs  (e.g., 
labor,  supplies,  etc.)  of  a  defined 
base-period  for  inflation  as  measured 


by  an  input-price  index  relevant  to  the 
hospital  industry;  (2)  adding  in  the 
costs  of  pass-through  categories  (e.g., 
capital  costs  or  utilities),  if  any;  and 
(3)  adding  or  subtracting  the  effects 
of  any  other  cost  adjustments. 

Compared  with  budget  review 
methods,  the  increase-control  for- 
mulae approach  greatly  reduces  the 
work  of  the  state.  One  of  the  simplest 
to  administer,  this  approach  can  im- 
pose a  fairly  strict  control  on  in- 
creases in  hospital  reimbursement. 

•  Charges — Charges  are  the  prices 
for  various  services  billed  by  the  hos- 
pital to  patients  receiving  services. 
Charges  are  paid  usually  by  private- 
pay  patients  and  some  insurers. 
Under  certain  cost-reimbursement 
j  methodologies,  charges  are  also  the 
basis  for  apportioning  a  hospital's 
total  costs  to  determine  a  third-party 
payer's  share  of  the  hospital's  costs. 

A  pricing  mechanism  of  the  hospi- 
tal, charges  are  generally  established 
at  levels  that,  in  the  aggregate,  will 
generate  sufficient  revenue  during  a 
|  period  to  cover  the  anticipated  costs 
j  of  producing  services  during  that  per- 
i  iod.  Historically,  charges  for  specific 
services  frequently  have  not  been 
strictly  related  to  the  actual  costs  as- 
sociated with  those  services.  Rather, 
some  services  have  been  underpriced 
and  others  overpriced,  creating  a  sys- 
j  tern  of  departmental  cross-subsidiza- 
tion within  hospitals.  Since  hospitals 
receive    payments    from  various 
sources  and  under  an  assortment  of 
approaches,    most    hospitals  must 
operate   within   multiple  payment- 
i  structures  that  complicate  cost  and 
I  revenue  determinations. 

For  purposes  of  alternative  reim- 
;  bursement,  charges  as  traditionally 
i  structured  are  not  usually  a  satis- 
|  factory  basis  for  payment,  unless 
modified  or  used  in  conjunction  with 
approaches  discussed  earlier. 

For  instance,  once  a  hospital's 
budget  has  passed  state  review,  a 
!  schedule  of  uniform  charges  could  be 
established,  based  on  approved 
revenue  levels.  The  charges  could  be 
set  to  produce  the  approved  revenue 
at  anticipated  volume  on  a  depart- 
ment-by-department basis.  To  assure 
consistent  identification  and  reliable 
|  comparisions  of  amounts  paid  for  the 
production  of  specific  services  across 


I  hospitals,  each  hospital's  charges  on 
j  a    department-by-department  basis 
must  be  closely  related  to  the  actual 
costs  of  the  various  departments. 

Payment  systems:  Negative  effects? 

Any  payment  system  by  the  very 
nature  of  its  design  has  potentially 
significant  repercussions  for  the  af- 
fected provider  industry.  A  design 
feature  introduced  by  a  state  has  the 
potential  for  encouraging  modifica- 
tions in  hospital  practices  that  are 
either  "desirable"  or  "undesirable" 
from  the  state's  point  of  view.  Fur- 
ther, particular  features  that  appear 
innocuous  individually  may,  if  com- 
bined, interact  so  as  to  create  incen- 
tives for  hospitals  that  are  not  what 
the  state  intended. 

For  instance,  an  occupancy  stand- 
ard interacting  with  a  per  diem  unit  of 
payment  can  create  a  "perverse"  in- 
centive for  hospitals  to  increase 
lengths  of  stay.  This  undesirable  in- 
centive could  be  further  exacerbated 
by  a  system  that  placed  class  ceilings 
upon  costs  expressed  on  a  per  diem 
basis.  In  effect,  such  systems  could 
judge  hospitals  with  low  costs  per 
diem  and  long  lengths  of  stay  as  ef- 

|  ficient,  even  if  costs  measured  on  a 
more  inclusive  basis  such  as  per  ad- 

I  mission  or  per  discharge  were  high. 
Conversely,  hospitals  with  high  costs 
per  diem  and  shorter  lengths  of  stay 
could  be  penalized,  even  if  costs 
measured  on  a  more  inclusive  basis 
were  low. 

THE  FUNDAMENTAL  GOAL 
of  the  Medicaid  program  is  to  obtain 

\  needed  health  services  for  eligible  per- 

I  sons  who  are  among  the  most  needy 
of  our  citizens.  Achievement  of  that 
goal  is  being  steadily  eroded  by  stag- 

!  gering  cost  increases  that  plague  the 
health-care  industry  and  outstrip  in- 
flationary increases  in  the  general 
economy. 

It  is  past  time  for  the  health-care 
industry  and  payers  alike  to  work  to- 

!  gether  cooperatively  to  stem  this 
trend.  Failure  to  do  so  will  compel 

I  major  third-party  payers,  such  as 

[  states  administering  the  Medicaid 
program,  to  adopt  increasingly  more 
stringent  reimbursement  policies  to- 
ward hospitals  and  other  providers  of 

I  health  services.  ■ 


HCFA  FORUM/OCTOBER  1981 


21 


SEASON  OF  CHANGE 


FOR  HEALTH-SERVICES 

■  ■  .  /■  

Omnibus  Budget  Reconciliation  Act  of  1981 
significantly  modifies  national  health  programs 

Every  bag  of  groceries,  every  automobile,  every  house,  every  school  budget  in  this 
nation  has  built  into  its  cost  the  price  of  health  insurance  premiums  which  employees 
and  employers  pay.  As  those  premiums  rise,  the  price  of  everything  we  buy  goes  up. 

Add  to  this  the  tax  burden  borne  by  government's  share,  and  the  economic  impact 
is  an  element  to  be  reckoned  with  in  the  most  sobering  terms. 

A  common  challenge  faces  all  of  us.  That  challenge  is  to  recapture  control  of  our 
inflationary  health  care  system,  so  that  it  delivers  good  care  at  a  price  this  nation  can 
afford.  By  any  reasonable  assessment,  that  has  not  yet  been  achieved. 

Carolyne  K.  Davis,  Ph.D. 
Administrator 
Health  Care  Financing  Administration 


The  Omnibus  Budget  Reconciliation  Act  of  1981 
(Public  Law  97-35),  signed  by  President  Reagan  on 
August  13th,  is  expected  to  have  a  major  impact  on 
Medicare  and  Medicaid.  Many  of  these  provisions  were 
endorsed  by  the  Administration.  The  Act  contains 
some  40  changes  that  will  result  in  billions  of  dollars  of 
savings  to  HCFA-administered  programs  at  both  the 
state  and  federal  levels. 

Under  Medicare,  reimbursement  to  hospitals  is 
somewhat  restricted  and  cost-sharing  by  the  beneficiary 
is  increased.  While  the  law  provides  for  reductions  in 
Medicaid  reimbursement  to  the  states,  the  state 
Medicaid  programs  have  been  given  much  more  flex- 
ibility in  reimbursement  for  hospitals  and  in  certain 
matters  of  coverage,  which  should  help  them  to  hold 
down  their  costs.  The  law  also  directs  the  Secretary  of 
Health  and  Human  Services  to  assess  PSRO  perfor- 
mance, and  permits  him  to  terminate  up  to  30  percent 
of  current  PSROs  by  the  end  of  FY  1982. 

Changes  that  directly  impact  HCFA  programs  are 
summarized  in  this  article,  which  is  adapted  from  a 
summary  prepared  by  HCFA's  Office  of  Legislation 
and  Policy. 


Unless  otherwise  indicated,  the  effective  date  is  1981. 
References  at  the  end  of  each  change  are  to  sections  of 
Public  Law  97-35. 

MEDICAID 

MEDICAID  PA  YMENTS  TO  STA  TES  REDUCED 
The  Federal  Government  continues  to  match  state  ex- 
penditures at  rates  set  in  current  law,  but  the  total 
federal  reimbursement  for  each  state  in  FY  1982,  FY 
1983,  and  FY  1984,  will  be  reduced  by  3,  4,  and  4.5 
percent  respectively.  The  level  of  each  state's  reduction 
could  be  lowered  by  one  percentage  point  for  each  of 
the  following  three  conditions:  operation  of  a  qualified 
hospital  cost-review  program;  an  unemployment  rate 
exceeding  150  percent  of  the  national  average;  and 
fraud  and  abuse  recoveries  (including  third-party- 
liability  recoveries  in  FY  1982)  equal  to  one  percent  of 
federal  payments  to  the  state. 

To  qualify  for  the  one-percent  offset,  a  state's 
hospital  cost  review  program  must  (1)  have  been 
established  by  statute  as  of  July  1,  1981,  (2)  be 
operated  by  the  state,  (3)  apply  to  all  non-federal 
hospitals,  (4)  review  all  non-Medicare  inpatient 
revenues  or  expenses,  or  at  least  75  percent  of  all 
revenues  and  expenses,  including  those  under  Medicare, 
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(5)  provide  substantially  equal  treatment  to  all  payors, 
and  (6)  show  that  its  annual  rate  of  increase  in  ag- 
gregate hospital  costs  per  capita  or  per  admission  is  at 
least  2  percentage  points  lower  than  the  rate  of  infla- 
tion in  all  states  without  qualifying  programs. 

In  addition,  states  can  decrease  their  reductions  by 
spending  less  than  their  "target"  amount.  Each  state's 
target  amount  for  FY  1982  will  be  109  percent  of  the 
state's  estimate  of  the  federal  share  of  its  FY  1981 
spending.  Target  amounts  for  FY  1983  and  FY  1984 
will  be  increased  or  decreased  based  on  changes  in  the 
medical-care  component  of  the  consumer  price  index. 
For  each  dollar  less  than  its  target  amount  the  state 
spends,  a  dollar  is  offset  from  its  total  reduction. 

Effective  October  1,  1982;  however,  no  reductions 
can  be  made  for  a  quarter  unless,  as  of  the  first  day  of 
the  quarter,  final  regulations  (interim  or  other)  have 
been  promulgated  and  are  in  effect  to  implement 
amendments  to  the  requirements  for  coverage  and 
benefits  of  the  medically  needy,  amendments  regarding 
hospital  reimbursement,  and  amendments  (from  the 
1980  Reconciliation  Bill)  related  to  SNF  and  ICF  reim- 
bursement. The  provisions  of  this  section  are  repealed 
in  FY  1985.  (Section  2161) 

INCREASE  PA  YMENTS  TO  TERRITORIES  For 
federal  Medicaid  payments  to  Puerto  Rico  and  the  ter- 
ritories, the  ceiling  is  increased  from  $30  million  to  $45 
million  for  Puerto  Rico,  from  $1  to  $1.5  million  for 
the  Virgin  Islands,  and  from  $900,000  to  $1.4  million 
for  Guam.  A  ceiling  of  $350,000  for  the  Northern 
Mariana  Islands  is  set.  Effective  beginning  FY  1982. 
(Section  2162) 

TIME  LIMIT  DELETED  ON  PA  YMENT  OF  IN- 
TEREST FOR  DISPUTED  CLAIMS    A  state  may  re- 
tain federal  matching  funds  for  claims  disallowed  while 
its  administrative  appeal  of  the  disallowance  is  pending. 
If  it  loses  its  appeal,  it  must  pay  interest  on  the  funds 
retained.  This  provision  deletes  the  time  limit  on  the 
period  for  which  the  state  must  pay  interest.  Effective 
upon  enactment.  (Section  2163) 

ELIMINA  TE  FEDERAL  MA  TCHING  FOR 
CER  TAIN  LABORA  TOR  Y  TESTS    This  provision 
prohibits  federal  matching  payments  for  inpatient 
hospital  tests  furnished  to  Medicaid  eligibles,  unless 
such  tests  are  specifically  ordered  by  the  attending 
physician  or  other  resonsible  practitioner  (except  in 
emergency  situations).  Applies  to  tests  occurring  on  or 
after  October  1.  (Section  2164) 

STUDY  OF  MEDICAID  PA  YMENTS  TO 
STA  TES    In  consultation  with  the  Advisory  Commit- 
tee for  Intergovernmental  Relations,  the  Comptroller 
General  shall  study  the  current  Medicaid  matching  for- 


mula and  the  validity  and  equity  of  an  adjustment  to 
the  target  amounts  to  reflect  economic  and 
demographic  factors  not  within  the  effective  control  of 
the  states.  The  following  factors  and  how  they  differ 
among  states  will  be  examined  in  the  study:  feasibility 
and  consequences  of  revising  the  formula  to  take  into 
account  states'  relative  economic  positions  and  needs; 
amounts  of  support  and  income  payments  made  by  the 
states  under  the  Social  Security  Act;  relative  cost  of  liv- 
ing and  unemployment  rates  in  states;  relative  taxable 
wealth  and  amount  of  taxes  raised  per  capita  by  states; 
and  other  relevant  factors  bearing  on  an  equitable 
distribution  of  federal  funds  to  states  under  the  Social 
Security  Act.  Effective  upon  enactment.  The  Compt- 
roller  General  shall  report  to  the  Congress  by  October 
1,  1982.  (Section  2165) 

COVERAGE  AND  SER  VICES  FOR  THE  MEDI- 
CALLY NEEDY    All  Medicaid  coverage  and  service 
requirements  with  respect  to  the  medically  needy  are 
repealed,  except  that  states  still  must  offer  home-health 
services  to  any  person  eligible  for  SNF  care.  If  a  state 
decides  to  cover  any  medically  needy  groups,  certain 
new  minimum  requirements  apply:  (1)  the  state  must 
provide  ambulatory  services  to  children  and  prenatal 
and  delivery  services  for  pregnant  women;  (2)  groups 
covered  for  institutional  services  must  be  covered  for 
ambulatory  services;  and  (3)  if  intermediate  care 
facilities  for  the  mentally  retarded  (ICF/MRs)  or 
psychiatric  hospital  services  are  covered  for  any  group, 
then  the  currently  mandatory  services,  or  seven  services 
from  the  entire  list,  must  also  be  covered  for  all 
medically  needy  groups.  The  state  plan  must  describe 
the  criteria  for  determining  eligibility  of  individuals  in 
covered  medically  needy  groups,  and  the  amount,  dura- 
tion and  scope  of  services  made  available  to  individuals 
in  the  groups.  (Nothing  in  this  section  would  allow  the 
state  to  cover  individuals  not  covered  under  current 
law.)  Effective  upon  enactment.  (Section  2171) 

FLEXIBILITY  IN  COVERING  INDIVIDUALS 
AGED  18-20    States  that  elect  to  include  students 
ages  18  through  20  under  AFDC  need  not  provide 
medicaid  coverage  to  persons  under  21  who  would  be 
eligible  for  AFDC  if  attending  school;  coverage  of 
these  individuals  is  optional.  States  choosing  to  cover 
children  not  receiving  AFDC  may  limit  such  coverage 
to  children  under  21,  20,  19,  or  18,  or  any  reasonable 
category  of  such  children.  Effective  upon  enactment. 
(Section  2172) 

REIMBURSEMENT  OF  HOSPITALS    The  current 
provision  for  Medicaid  to  make  reimbursement  for  in- 
patient hospital  services  on  a  Medicare  "reasonable 
costs"  basis  is  replaced  by  a  new  requirement.  States 
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must  assure  the  Secretary  that  rates  paid  hospitals  are 
"reasonable  and  adequate  to  meet  the  costs  which  must 
be  incurred  by  efficiently  and  economically  operated 
facilities"  to  provide  care  in  accordance  with  applicable 
laws  and  quality  and  safety  standards.  Rates  paid  must 
take  into  account  unusual  costs  incurred  by  hospitals, 
especially  public  and  teaching  hospitals,  serving  large 
numbers  of  low-income  patients.  A  state  must  also 
assure  that  rates  paid  provide  reasonable  access  to  in- 
patient hospital  services  of  adequate  quality  and  pro- 
vide for  the  filing  of  uniform  cost  reports  by  each 
hospital  and  periodic  audits  by  the  state  of  such 
reports. 

The  Secretary  must  develop  a  model  prospective- 
payment  methodology  for  inpatient  hospital  costs  that 
could  by  used  under  both  Medicare  and  Medicaid  and 
report  on  its  progress  by  July  31,  1982.  Applies  to  serv- 
ices furnished  on  or  after  the  date  final  regulations  (in- 
cluding interim  final)  are  promulgated  to  carry  out  this 
section.  (Section  2173) 

MEDICAID  REASONABLE  CHARGE  LIMITATION 
REMOVED    This  provision  repeals  the  Medicare 
"reasonable  charge"  limit  on  state  Medicaid  payments 
for  physicians'  services  and  certain  medical  supplies 
and  laboratory  services,  as  well  as  the  requirement  that 
state  plans  provide  for  methods  and  procedures  to 
assure  that  payments  are  not  in  excess  of  reasonable 
charges.  Effective  for  services  furnished  on  or  after 
October  1.  (Section  2174) 

INAPPLICABILITY  AND  WAIVER  OF  FREEDOM- 
OF-CHOICE  AND  OTHER  STA  TE  PLAN 
REQUIREMENTS    Medicaid  eligibles  have  been  free 
to  choose  from  among  any  of  the  providers,  practi- 
tioners, and  suppliers  of  health  services  covered  by  a 
state's  Medicaid  program.  The  Secretary  could  waive 
any  federal  Medicaid  requirements  to  enable  a  state  to 
conduct  an  experimental,  pilot,  or  demonstration  pro- 
ject, including  prospective  reimbursement  demonstra- 
tions. 

Now,  if  a  state  purchases  laboratory  services  and 
medical  devices  through  a  competitive  bidding  process 
or  other  arrangement  and  makes  adequate  services  or 
devices  available  to  Medicaid  beneficiaries,  the  state 
may  not  be  held  out  of  compliance  for  failure  to  meet 
certain  state  plan  requirements  (e.g.,  statewideness, 
freedom-of-choice).  Laboratories  selected  to  provide 
services  must  meet  applicable  sections  of  Medicare 
quality  standards  and  any  additional  requirements 
specified  by  the  Secretary,  and  can  do  no  more  than  75 
percent  of  their  total  business  with  Medicaid  and 
Medicare. 

States  are  also  not  to  be  held  out  of  compliance  if 
they  (or  their  political  subdivisions):  (1)  contract  with 
organizations  that  agree  to  provide  care  and  services  in 


addition  to  those  offered  under  the  state  plan  to  eligi- 
ble individuals  residing  in  the  area  served  by  the 
organization  and  who  elect  to  receive  care  from  the 
organization;  (2)  pay  only  for  rural  health  clinic  serv- 
ices provided  by  a  rural  health  clinic.  States  will  not  be 
held  out  of  compliance  if  they  "lock-in"  beneficiaries 
who  overutilize  services  to  a  particular  provider  for  a 
reasonable  time  period  or  "lock-out"  from  participa- 
tion for  a  reasonable  period  providers  who  abuse  the 
program.  A  state  may  impose  these  restrictions  so  long 
as  eligible  individuals  have  reasonable  access  to  services 
of  reasonable  quality.  Affected  recipients  and  providers 
must  be  given  notice  and  an  opportunity  for  hearing. 

Certain  federal  requirements  may  be  waived  to  the 
extent  that  the  Secretary  finds  it  to  be  cost-effective,  ef- 
ficient and  not  inconsistent  with  program  intent  for  a 
state  to  (1)  implement  a  primary-care,  case-manage- 
ment system  or  a  physician-specialty  arrangement,  (2) 
allow  a  locality  to  act  as  a  central  broker  in  assisting 
Medicaid  beneficiaries  in  selecting  among  competing 
health  plans,  (3)  share  with  recipients  (in  the  form  of 
additional  services)  savings  resulting  from  use  of  more 
cost-effective  care,  and  (4)  restrict  the  provider  from 
whom  the  benenficiary  can  obtain  services  (in  other 
than  emergencies). 

Providers  must  comply  with  state  standards  that  are 
consistent  with  access,  quality,  efficient  and  economic 
provision  of  services,  and  non-discrimination  among 
classes  of  providers.  Such  waivers  will  last  for  two 
years,  may  be  renewed,  and  are  subject  to  termination 
for  non-compliance.  The  Secretary  must  report  to  Con- 
gress on  waivers  granted  by  September  30,  1984.  In  ad- 
dition, Medicaid  laboratory  services  must  meet  ap- 
plicable Medicare  quality  standards. 

Effective  for  calendar  quarters  beginning  on  or  after 
October  1,  except  that  where  the  Secretary  determines 
that  additional  state  legislation  is  required  for  the  state 
plan  to  meet  the  standards  that  apply  to  the  provision 
of  laboratory  services  under  this  section,  the  state  will 
not  be  considered  to  be  out  of  compliance  until 
January  1  of  the  year  after  the  close  of  the  first  regular 
session  of  the  state  legislature  that  begins  after  the  date 
of  enactment.  (Section  2175) 

WAIVER  TO  PROVIDE  HOME  AND  COMMUNITY- 
BASED  SERVICES    Federal  matching  has  been 
available  under  Medicaid  only  for  services  that  are 
primarily  medical  in  nature.  Now  the  Secretary  may  by 
waiver  allow  a  state  to  include  under  its  Medicaid  plan 
approved  home-  or  community-based  services,  except 
for  room  and  board,  to  individuals  who,  without  these 
services,  would  require  care  in  a  SNF  or  ICF  paid  for 
under  the  state  plan.  States  may  include  case- 
management  services,  homemaker/home-health-aid  and 
personal-care  services,  adult  day  health,  habilitation 
services,  respite  care,  and  other  services. 
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Such  services  must  be  provided  pursuant  to  a  written 
plan  of  care,  and  states  must  assure  that:  (1)  necessary 
safeguards  have  been  taken  pertaining  to  beneficiaries' 
health  and  welfare  and  to  financial  accountability  for 
funds  expended  on  these  services;  (2)  they  will  evaluate 
the  need  for  such  services  with  respect  to  those  entitled 
to  SNF  or  ICF  care;  (3)  individuals  determined  likely  to 
require  SNF  or  ICF  care  are  informed  of  these  alter- 
native services;  (4)  the  estimated  average  per  capita  ex- 
penditure for  all  services  provided  individuals  under 
this  waiver  would  not  exceed  what  would  have  been 
spent  without  the  waiver;  and  (5)  they  will  provided  in- 
formation annually  to  the  Secretary  on  the  impact  of 
the  waiver.  In  this  connection  the  Secretary  also  may 
waive  the  requirements  that  services  be  provided 
statewide  and  that  services  for  comparable  groups  must 
be  the  same  in  amount,  duration,  and  scope.  Waivers 
generally  will  be  granted  for  three-year  periods,  and  are 
renewable.  Effective  90  days  after  date  of  enactment. 
(Section  2176) 


FEDERAL  RESPONSE  TO  REQUEST  FOR  PLAN 
AMENDMENTS  AND  WAIVERS    The  law  now 
gives  the  Secretary  90  days  to  act  on  state  Medicaid 
plans,  plan  amendments,  and  waivers.  The  state's  re- 
quest shall  be  deemed  granted  unless  the  Secretary  has 
denied  the  request  in  writing  or  requested  further  infor- 
mation. The  Secretary  has  90  days  to  act  after  addi- 
tional information  is  received.  Effective  90  days  after 
enactment.  (Section  2177) 

PARTICIPA  TION  B  Y  HMOs  IN  MEDICAID 
Previously,  states  could  only  enter  into  prepaid  risk 
contracts  with  federally  qualified  HMOs,  generally 
those  having  an  enrollment  of  less  than  50  percent 
Medicaid  and  Medicare  beneficiaries.  Now  states  may 
also  contract  with  organizations  that:  (1)  make  covered 
services  accessible  to  Medicaid  enrollees  to  the  same  ex- 
tent that  these  services  are  accessible  to  beneficiaries 
not  enrolled  with  the  organization,  (2)  have  made  ade- 
quate provision  against  the  risk  of  insolvency,  and  (3) 
have  less  than  75  percent  Medicaid/Medicare 
beneficiaries  (this  limit  may  be  waived  under  special 
circumstances).  The  HMO  must  assure  that  Medicaid 
enrollees  will  not  be  held  liable  for  debts  in  the  event 
of  its  insolvency. 

Contracts  must  provide  for  federal  and  state  access 
to  certain  books  and  records  of  the  HMO;  non- 
discrimination on  the  basis  of  health  status  or  use  of 
health  services  in  the  entity's  enrollment,  reenrollment 
and  disenrollment  activities;  rights  to  do  disenrollment 
for  individuals  after  one  month  of  membership;  and 
reimbursement  for  medically  necessary  emergency  serv- 
ices received  out-of-plan.  Payments  to  prepaid  plans 
must  be  made  on  an  actuarially  sound  basis. 


States  may  guarantee  Medicaid  eligibility  for  up  to 
six  months  for  individuals  enrolled  in  qualified  HMOs, 
but  only  for  purposes  of  their  enrollment  in  the  HMO. 
The  Secretary  shall  study  the  termination  of  HMO 
membership  by  Medicaid  beneficiaries,  placing  par- 
ticular emphasis  on  quantity  and  quality  of  care  in  the 
HMO  and  quality  of  care  in  the  fee-for-service  sector, 
and  make  an  interim  and  a  final  report. 

Effective  for  services  furnished  on  or  after  October 
1 .  For  contracts  entered  into  before  that  date,  the 
amendments  shall  not  apply  unless  the  HMO,  the  state, 
and  the  Secretary  agree.  (Section  2178) 

REPEALED  EPSDT  PENAL  TY    The  law  has  re- 
quired a  one  percent  reduction  in  AFDC  federal  mat- 
ching payments  to  states  for  failure  to  inform  AFDC 
families  of  the  availability  of  Early  and  Periodic 
Screening,  Diagnosis  and  Treatment  (EPSDT)  services 
under  Medicaid;  provide  or  arrange  for  screening  ser- 
vices when  requested;  or  arrange  for  corrective  treat- 
ment of  conditions  identified  during  screening.  This 
penalty  is  now  repealed.  State  plans  must  provide  for 
informing  all  Medicaid  eligibles  under  21  of  the 
availability  of  EPSDT  services  and  for  arranging  for 
screening  and  treatment  services.  Repeal  of  the  AFDC 
penalty  is  effective  June  30,  1974;  the  state  plan  re- 
quirements are  effective  October  1.  (Section  2181) 

COLLECTING  THIRD-PARTY  PA  YMENTS  States 
no  longer  need  collect  third-party  liabilities  (payments 
due  for  services  provided  to  a  Medicaid  eligible  with 
private  insurance  or  other  coverage)  in  cases  where  the 
amount  the  state  can  reasonably  be  expected  to  collect 
is  less  than  the  costs  of  recovery.  Effective  upon  enact- 
ment. (Section  2182) 

RECER  TIFICA  TIONS  OF  MEDICAID  ELIGIBLES 
FOR  CARE    States  may  now  use  physician  assistants 
and  nurse  practitioners  (within  the  scope  of  their  prac- 
tice under  state  law)  supervised  by  a  physician  to  recer- 
tify the  need  for  institutional  services  for  Medicaid 
eligibles  in  a  hospital,  SNF,  or  ICF.  The  time  period 
for  certifying  and  recertifying  the  need  for  care  of  in- 
dividuals in  ICFs  is  changed  from  every  60  days  to 
once  a  year.  Effective  for  payments  made  to  states  for 
calendar  quarters  beginning  on  or  after  October  1 . 
(Section  2183) 

REPEAL  OF  OBSOLETE  A  UTHORITY  FOR 
MEDICAL  ASSISTANCE    This  provision  deletes 
references  to  obsolete  authority  for  medical  assistance 
from  Titles  I,  IV,  X,  XIV,  and  XVI  of  the  Social 
Security  Act  and  clarifies  that  the  financial  assistance 
sections  of  Titles,  I,  X,  XIV  and  old  XVI  now  apply 
only  to  Puerto  Rico,  Guam,  and  the  Virgin  Islands. 
The  medical  assistance  authority  in  these  titles  became 
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obsolete  with  the  enactment  of  Title  XIX.  Effective 
upon  enactment.  (Section  2184) 

MEDICARE 

MEDICARE  REIMBURSEMENT  (CORRECTION  OF 
TECHNICAL  ERROR)    The  1980  Reconciliation  Act 
erroneously  deleted  a  provision  of  prior  law  that 
limited  Medicare  Part  B  reimbursement  to  the  lower  of 
the  provider's  customary  charge  or  the  reasonable  cost 
of  the  covered  service.  This  restores  the  provision.  Ef- 
fective December  5,  1980.  (Section  2W6) 

PAR  T  A  CO  VERA  GE  OF  DETOXIFICA  TION 
SER  VICES  ELIMINA  TED    Coverage  under  Medicare 
Part  A  of  inpatient  services  provided  in  free-standing 
alcohol  detoxification  facilities  and  the  requirement  for 
certain  studies  and  demonstration  projects  related  to 
alcohol  and  drug  detoxification  and  rehabilitation  are 
repealed.  Applies  to  inpatient  stays  beginning  the  10th 
day  after  enactment.  (Section  2121) 

OCCUPATIONAL  THERAPY  AS  REQUIREMENT 
FOR  HOME  HEAL  TH  SER  VICES  ELIMINA  TED 
Need  for  occupational  therapy  services  is  no  longer  suf- 
ficient to  entitle  a  homebound  patient  to  the  full  range 
of  Medicare  home  health  services.  However,  if  a  course 
of  home  health  treatment  has  been  instituted  because 
the  patient  needed  skilled  nursing  care  or  physical  or 
speech  therapy,  home  health  services  would  be  con- 
tinued, even  though  the  patient  no  longer  required  any 
skilled  service  other  than  occupational  therapy.  Effec- 
tive for  plans  of  treatment  beginning  December  1 .  (Sec- 
tion 2122) 

BASING  PART  A  COINSURANCE  ON  DEDUCT- 
IBLE FOR  CURRENT  YEAR    Part  A  coinsurance  is 
imposed  after  the  60th  day  of  covered  hospital  care  in 
a  spell  of  illness,  for  lifetime  reserve  days,  and  for  SNF 
days  beyond  the  20th  day  in  a  spell  of  illness.  Where  a 
beneficiary  experiences  a  spell  of  illness  that  overlaps 
two  or  more  calendar  years,  Part  A  coinsurance  is  now 
based  on  the  deductible  for  the  calendar  year  in  which 
services  are  received,  rather  than  the  deductible  in  ef- 
fect at  the  time  the  beneficiary's  spell  of  illness  began. 
Effective  January  1,  1982.  (Section  2131) 

BASE  OF  PART  A  DEDUCTIBLE  AND  CO- 
INSURANCE RAISED    The  base  of  the  formula  used 
to  determine  the  Part  A  deductible  is  raised  to  $45. 
Coinsurance  will  be  figured  on  the  deductible  establish- 
ed using  the  new  base  figure.  Effective  January  1, 
1982.  (Section  2132) 

CARRYOVER  ELIMINATED  FOR  MEETING  PART 
B  DEDUCTIBLE    Medical  expenses  incurred  in  the 
last  three  months  of  the  preceding  year  will  no  longer 


be  counted  in  determining  whether  an  individual  has 
satisfied  the  Part  B  deductible  in  the  current  calendar 
year.  Thus,  expenses  applied  toward  the  deductible  in 
any  one  calendar  year  must  have  been  incurred  in  that 
year.  Effective  January  1,  1982  (for  expenses  incurred 
on  or  after  October  1,  1981).  (Section  2133) 

INCREA SEPARTB  DEDUCTIBLE    Under  the  sup- 
plementary medical  insurance  program,  Medicare 
beneficiaries  are  now  required  to  incur  $75  in  expenses 
for  covered  medical  services  in  a  calendar  year  before 
the  program  will  begin  making  payments  (up  from 
$60).  Effective  January  1,  1982.  (Section  2134) 

LIMITED  ROUTINE  NURSING  DIFFERENTIAL 
In  determining  reasonable  costs  for  inpatient,  routine, 
hospital  services,  Medicare  pays  an  additional  per- 
centage of  costs  for  routine  nursing  salary  costs.  This 
differential  is  reduced  from  8.5  to  5  percent.  The 
Comptroller  General  will  study  the  extent  to  which 
higher  payments  are  justified  and  report  to  the  Con- 
gress. Generally  applies  to  cost-reporting  periods  en- 
ding after  September  30.  (Section  2141) 

LIMIT  ON  REASONABLE  COST  AND 
REASONABLE  CHARGE  FOR  OUTPATIENT 
SER  VICES    The  Secretary  must  establish,  by  regula- 
tion, to  the  extent  feasible,  limitations  on  costs  or 
charges  that  will  be  considered  reasonable  for  outpa- 
tient services  provided  by  hospitals,  community  health 
centers,  or  clinics,  and  by  physicians  utilizing  these 
facilities.  Actual  charges  will  be  used  in  developing  the 
limitations,  which  are  to  be  reasonably  related  to  the 
charges  in  the  same  area  for  similar  services  provided 
in  physicians'  offices.  The  limitations  do  not  apply 
with  respect  to  bona  fide  hospital  emergency  room  ser- 
vices. Where  similar  services  are  not  generally  available 
in  physicians'  offices,  an  exception  may  be  made.  Ef- 
fective upon  enactment,  subject  to  future  regulations. 
(Section  2142) 

REIMBURSEMENT  TO  HOSPITALS  LIMITED 
This  provision  reduces  Medicare  reimbursement  limits 
currently  applied  to  hospital  inpatient  routine  operating 
costs  from  112  to  108  percent  of  the  mean  costs  of 
each  comparison  group  of  hospitals  or  such  other  com- 
parable or  lower  limits  as  the  Secretary  may  determine. 
He  may  provide  for  exemptions  and  exceptions,  as  ap- 
propriate. Generally  applies  to  cost-reporting  periods 
ending  after  September  30.  (Section  2143) 

LIMIT  ON  REIMBURSEMENT  TO  HOME  HEALTH 
AGENCIES    Medicare  reimbursement  limits  applied 
to  home  health  agency  costs  are  reduced  from  the  80th 
to  the  75th  percentile  of  the  average  cost  per  visit  or 
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such  comparable  or  lower  limit  as  the  Secretary  may 
determine.  He  may  provide  for  exemptions  and  excep- 
tions, as  appropriate.  Generally  applies  to  cost- 
reporting  periods  ending  after  September  30.  (Section 
2144) 

INCENTIVE  REIMBURSEMENT  RA  TE  FOR 
RENAL  DIAL  YSIS    The  Secretary  must  provide  a 
method(s)  for  determining  prospective  reimbursement 
rate(s)  for  each  mode  of  dialysis  furnished  in  a 
hospital-based  or  free-standing  facility  or  at  home.  The 
method(s)  would  incorporate  separate,  composite, 
weighted  formulae  for  the  two  types  of  facilities. 
However,  he  may  use  another  method(s)  of  determining 
prospectively  the  amounts  of  payments  to  be  made  for 
dialysis  services,  if  he  determines  this  would  more  ef- 
fectively encourage  more  efficient  delivery  of  dialysis 
and  provide  greater  incentives  for  increased  use  of  less 
costly  home  dialysis.  The  method(s)  adopted  must  dif- 
ferentiate between  hospital-based  and  free-standing 
facilities,  and  encourage  home  dialysis.  Effective  on  or 
after  October  1  (including  promulgation  of  regulations 
by  this  date).  (Section  2145) 

MEDICARE  MADE  SECONDAR  Y  PA  YER  FOR 
ESRD    Instead  of  Medicare  being  primary  payer  for 
end-stage  renal  disease  (ESRD)  benefits,  this  provision: 
(1)  makes  Medicare  the  secondary  payer  for  the  first  12 
months  after  an  individual  who  has  private,  group- 
health,  insurance  coverage  becomes  eligible  for 
Medicare  ESRD  benefits.  Ultimately,  Medicare  would 
reimburse  only  its  share  of  those  covered  costs  not  paid 
by  the  private  plan.  Any  Medicare  payment  for  services 
during  this  period  would  be  conditional  on  reimburse- 
ment to  the  program  when  payment  is  made  by  the 
plan  (Effective  October  1);  and  (2)  does  not  allow  as  a 
tax  deduction  expenses  paid  or  incured  by  an  employer 
for  a  group  health  plan,  if  the  plan  differentiates  in  its 
benefits  between  individuals  having  ESRD  and  other 
individuals  covered  by  the  plan  (Effective  January  1, 
1982).  This  provision  applies  only  where  the  renal  pa- 
tient is  under  age  65  and  not  entitled  to  Medicare 
because  of  receipt  of  social  security  disability  benefits. 
(Section  2146) 

ELIMINA  TES  UNLIMITED  OPEN  ENROLLMENT 
This  provision  repeals  Medicare  Part  B  continuous 
open  enrollment  and  reinstitutes  the  general  enrollment 
period  that  occurs  January  1  through  March  31  of  each 
year.  Coverage  then  becomes  effective  on  July  1.  Effec- 
tive October  1.  (Section  2151) 

UTILIZA  TION  OF  HOME  HEALTH  SER  VICES 
The  Secretary  must  establish  utilization  guidelines  for 
home  health  services  and  issue  instructions  for 
Medicare  intermediaries  to  establish  a  program  for 


reviewing  claims  on  a  sample  basis  to  monitor  whether 
the  claims  meet  Medicare  coverage  criteria.  Effective 
October  1.  (Section  2152) 

REPEAL  OF  STA  TUTOR  Y  TIME  LIMIT  A  TION  ON 
SNF  AGREEMENTS    Provider  agreements  with  skill- 
ed nursing  facilities  (SNFs)  have  been  renewed  annual- 
ly, upon  survey  and  certification  that  facilities  comply 
with  applicable  health  and  safety  requirements.  This 
provision  repeals  the  12-month  statutory  limitation  on 
agreements.  Effective  upon  enactment.  (Section  2153) 

REMO  VAL  OF  LIMIT  ON  NUMBER  OF  HOSPITAL 
REIMBURSEMENT  DEMONSTRATIONS    The  pro- 
vision of  current  law  limiting  to  six  the  number  of 
Medicare  hospital-reimbursement  demonstration  pro- 
jects in  a  state  is  repealed.  Effective  upon  enactment. 
(Section  2154) 

MEJMCMB  MNB  MEBH€MME 

CLOSING  OR  CONVERSION  OF  UNDERUTILIZED 
HOSPITAL  FACILITIES    Establishes  under 
Medicaid  state  plans  and  Medicare  a  "transitional 
allowance"  for  closure  or  conversion  to  approved  use 
of  underutilized  bed  capacity  or  services.  The  planned 
action  must  eliminate  excess  bed  capacity;  discontinue 
an  underutilized  service  for  which  there  are  adequate 
alternatives,  or  substitute  a  needed  service;  and  be  con- 
sistent with  findings  of  an  appropriate  health  planning 
agency  and  with  any  applicable  state  bed-reduction  pro- 
gram. If  complete  closure  is  contemplated,  the  hospital 
must  be  a  private  nonprofit  or  local  government 
hospital  and  closure  cannot  be  for  the  purpose  of 
replacing  the  existing  plant.  No  more  than  50  hospitals 
may  be  granted  transitional  allowances  prior  to 
January  1,  1984.  Effective  for  services  furnished  during 
accounting  year  beginning  on  or  after  October  1 .  (Sec- 
tion 2101) 

PA  YMENT  FOR  INAPPROPRIA  TE  HOSPITAL 
SER  VICES    For  a  beneficiary  who  must  remain  in  an 
acute  care  hospital  only  because  a  long-term  care  bed  is 
not  available,  hospitals  with  an  annual  occupancy  rate 
of  80  percent  or  more  are  no  longer  paid  at  the  higher 
acute  care  rate,  rather  than  at  the  Medicaid  rate  for  an 
intermediate  or  skilled  nursing  care  facility  (differential 
reimbursement).  Medicare  will  now  reduce  a  hospital's 
payments  to  the  lower  rate  depending  on  a  determina- 
tion of  "excess  capacity"  of  beds,  in  the  hospital  or  the 
community.  In  the  case  of  public  hospitals,  the  deter- 
mination will  be  based  on  excess  capacity  in  the  public 
hospital  system.  State  Medicaid  plans  must  also  use 
reimbursement  rates  reflecting  the  level  of  care  actually 
received.  Effective  for  services  provided  on  and  after 
September  1.  (Sections  2102  and  2173) 
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LIMIT  A  TION  ON  PA  YMENT  FOR  CER  TAIN 
DRUGS    Medicare  Part  B  and  Medicaid  may  no 
longer  reimburse  for  prescription  drugs  approved  prior 
to  the  1962  amendments  to  the  Federal  Food,  Drug, 
and  Cosmetic  Act,  but  subsequently  determined  to  be 
less  than  effective.  Payment  would  be  discontinued 
when  the  Secretary  proposes  to  withdraw  approval  of 
the  drug  and  issues  notice  of  an  opportunity  for  hear- 
ing. If  the  drug  is  subsequently  proven  effective,  reim- 
bursement would  be  allowed.  Effective  October  1.  (Sec- 
tion 2103) 

OFFSETTING  MEDICAID  OVERPA  YMENTS 
The  Secretary  may  not  withhold  payments  due  to 
Medicare  providers  to  offset  Medicaid  overpayments, 
and  then  reimburse  state  Medicaid  agencies  from  the 
amount  recovered,  in  cases  when  the  Medicare  provider 
has  terminated  or  substantially  reduced  participation  in 
Medicaid.  Effective  on  enactment.  (Section  2104) 

CIVIL  MONETAR  Y  PENAL  TIES    The  Secretary 
may  now  assess  penalties  against  Medicare  and 
Medicaid  practitioners  and  providers  for  fraudulent 
practices  (specifically,  a  civil  penalty  of  up  to  $2000  for 
each  fraudulently  claimed  item  or  service  and  an  assess- 
ment of  up  to  twice  the  amount  of  fraudulent  portion 
of  the  claim  in  lieu  of  damages)  and  may  deny  par- 
ticipation in  Medicaid  to  persons  filing  fraudulent 
claims.  Written  notice  and  an  opportunity  for  an  ad- 
ministrative hearing  must  precede  the  penalty.  Effective 
upon  enactment.  (Section  2105) 

REPEAL  OF  TEMPORAR  Y  DELA  Y  IN  PERIODIC 
INTERIM  PA  YMENTS  (PIPs)    This  provision  repeals 
the  authorization  for  a  one-time  deferral  of  the  PIP 
method  of  reimbursement  to  hospitals  for  the  last  three 
weeks  of  FY  1981.  Effective  upon  enactment.  (Section 
2155) 

DEADLINES  SET  FOR  AFDC  HOME-HEALTH 
AIDE  DEMONSTRA  TIONS    By  October  1 ,  the 
Secretary  must  establish  guidelines  and  regulations  to 
assure  that  agreements  with  states  are  entered  into  no 
later  than  January  1,  1982,  for  training  and  employing 
AFDC  recipients  as  homemakers  and  home  health 
aides,  and  must  report  to  Congress  during  January 
1982  on  current  and  anticipated  progress.  Effective 
upon  enactment.  (Section  2156) 

PROFESSIONAL  STANDARDS 
REVIEW  ORGANIZATIONS 

DELEGA  TED  REVIE  W  OPTIONAL  Current 
statutory  provisions  require  PSROs  to  delegate  the  per- 
formance of  review  functions  to  hospitals  that  are  will- 
ing and  found  by  the  PSRO  to  be  capable  of  perform- 
ing review.  PSROs  now  are  given  the  discretion  to 


choose  which  hospitals  should  be  delegated  review 
functions,  and  need  not  delegate  review  to  any  hospital 
"willing"  and  "capable  of  performing  review."  Effec- 
tive upon  enactment.  (Section  2111) 

A SSESSMENT  OF  PSRO  PERFORMANCE    In  addi- 
tion to  existing  provisions,  the  Secretary  is  required  to 
specify  PSRO  requirements  relative  to  monitoring 
quality  of  care,  reducing  unnecessary  utilization,  and 
managing  activities  efficiently,  and  to  assess  all  PSROs' 
performances  based  on  these  requirements.  He  may 
refuse  to  renew  agreements  with  PSROs  found  ineffec- 
tive or  inefficient,  except  that  not  more  than  30  percent 
of  the  PSROs  in  existence  on  May  1,  1981,  may  be  ter- 
minated during  FY  1982.  The  Secretary  may  enter  into 
agreements  with  fully  designated  PSROs  for  less  than 
12  months.  Fully  designated  PSROs  must  receive  a 
90-day  notice  of  impending  termination  and  will  no 
longer  have  the  opportunity  for  a  formal  hearing  if 
their  agreements  were  entered  into  after  this 
provisions's  enactment.  Termination  actions  are 
specifically  precluded  from  judicial  review.  The 
Secretary  must  report  to  Congress  the  results  of  the 
PSRO  assessment  and  any  determinations  made  not  to 
renew  PSRO  agreements  on  the  basis  of  performance. 
At  his  discretion,  he  may  require  PSROs  to  review  par- 
ticular health  care  services,  when  evaluation  demon- 
strates such  review  is  cost-effective  or  yields  other 
significant  benefits. 

Effective  September  30  for  specification  of  perfor- 
mance assessment  requirements  and  assessment  of 
PSRO  performance.  The  report  to  Congress  is  due 
September  30,  1982.  Effective  upon  enactment  for  all 
other  provisions.  (Section  2112) 

CHANGE  IN  REQUIRED  USE  OF  PSROs  Instead 
of  requiring  PSROs  to  review  health  care  services  pro- 
vided to  Medicare,  Medicaid,  and  Maternal  and  Child 
Health  patients,  PSROs  need  now  review  only  those 
services  provided  for  utilization  and  medical  review  if 
they  contract  with  PSROs  for  review  services  not  in- 
consistent with  the  PSROs'  mandated  review  functions 
and  if  the  contract  contains  assurances  of  satisfactory 
performance  required  by  the  Secretary.  Federal  funds 
will  support  75  percent  of  a  state's  costs  attributable  to 
PSRO  review  of  Medicaid  services.  Applies  to 
agreements  entered  into  on  or  after  October  1.  (Section 
2113) 

DETERMINING  LEVEL  OF  CARE  FOR  REIM- 
BURSEMENT   Determination  of  whether  a  Medicare 
patient  requires  hospital  care  and,  if  not,  whether  SNF 
services  are  available  is  made  by  the  Secretary  or  his 
designated  agent  in  areas  not  served  by  PSROs.  This  is 
for  the  purpose  of  making  differential  reimbursement 
to  hospitals.  Effective  upon  enactment.  (Section  2114) 
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THE  VIEW  FROM 

A  COMMUNITY  HOSPITAL 

by  Barry  A.  Passett 
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As  government  looks  for  new  op- 
tions in  controlling  the  costs  of  health 
care,  will  it  recognize  that  the  health 
care  industry  with  which  it  is  dealing 
is  far  different  than  in  the  1960s, 
when  government  first  became  heav- 
ily enmeshed  in  health  care? 

Today,  trustees  take  a  stronger  role 
in  the  governance  of  community  hos- 
pitals. Generally,  they  are  more  en- 
lightened and  representative  of  their 
communities  than  they  were  in  the 
1960s.  Hospital  management  is  far 
more  sophisticated  and  competent. 
Emulating  industry,  hospitals  prepare 
five-year  strategic  plans  and  enter 
into  multi-institutional  arrangements. 
Physicians  assume  responsible  leader- 
ship positions.  Instead  of  just  paying 
bills,  many  insurance  carriers  become 
intimately  involved  in  area-wide  plan- 
ning and  financial  management 
issues. 

The  view  of  health  economics  from 
the  community  institution  is  neces- 
sarily different  than  from  the  govern- 
ment's view.  Providers  believe  that 
questions  of  values  lie  at  the  heart  of 
health  care  costs.  For  example,  when 
the  government  is  paying  for  health 
care,  what  kinds  of  services  and  how 
many  are  appropriate?  When 
Medicaid  was  enacted,  the  Congress 
attached  little  importance  to  its  cost; 
but  today  costs  merit  great  attention. 
The  institutional  providers  want  the 
government  to  state  values  clearly 
and  focus  on  what  kinds  of  care  are 
to  be  given  to  whom  and  when  .  .  . 
before  considering  costs. 

This  article  discusses  the  problems 
of  Medicaid  program  from  the  point 
of  view  of  a  community  provider  of 
health  care  and  discusses  some  pro- 
posals for  addressing  the  problems. 


THE  MEDICAID  PROGRAM  IS 
[  in  financial  trouble.  In  just  five  years, 
the  picture  has  changed  greatly.  On 
the  occasion  of  the  nation's  Bicenten- 
nial in  1976,  two  state  health  offic- 
ials* wrote: 

"At  this  juncture  in  the  nation's 
history,  the  question  is  no  longer 
whether  the  Federal  Government  has 
a  responsibility  for  assuring  health 
care  to  all  citizens  of  the  country,  but 
rather  how  this  responsibility  is  to  be 
carried  out  and  what  role  the  states 
and  local  communities  play  in  sharing 
this  responsibility." 

Today,  there  is  again  doubt  as  to 
I  what  the  federal  responsibility  is. 
j  Moreover,  a  new,  more  critical  ques- 
j  tion  has  arisen.  How  much  are  we 
willing  to  pay,  through  government  at 
all  levels,  for  health  care  of  the  poor, 
the  disabled,  and  the  elderly? 

The  voters  spoke  clearly  in  the  1980 
Presidential  election  and  in  numerous 
local  tax  referenda.  The  carte  blanche 
era  in  social  welfare  spending  is  over. 
In  a  few  years,  the  voting  public  may 
change  its  mind  and  opt  for  a  return 
to  increased  social  programs.  For 
now,  however,  its  willingness  to  help 
the  needy  at  the  expense  of  the 
employed  has  reached  a  plateau. 

Confronted  by  revenue  shortfalls 
and  rising  Medicaid  expenses,  the 
states  faced  the  problem  first.  Mary- 
land, Michigan,  Wisconsin,  Massa- 
chusetts, New  York,  and  others  have 
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I  sought  some  form  of  cap  or  limita- 
tion on  their  Medicaid  expenditures. 

As  this  article  is  written,  a  number 
of  plans  to  reduce  Medicare  and 
Medicaid  costs  are  being  proposed  at 
the  federal  level.  In  all,  the  bottom 
line  is  the  same:  Spend  less  on  health 
care  for  poor.  At  the  crux  of  most 
proposals  are  two  simple  dicta: 

1.  Limit  government  payments  to 
health  care  providers,  and 

2.  Put  the  burden  on  providers  to 
provide  the  same  level  of  services  with 
fewer  resources. 

Exceptions  to  this  trend  are  the 
proposals  to  introduce  competition 
into  the  health  care  economy.  These 
seek  to  address  one  of  the  causes  of 
price  escalation — retrospective  cost 
reimbursement — and  provide  incen- 
tives for  efficient  provider  perfor- 
mance, as  opposed  to  punishment  for 
alleged  excesses. 

But  one  of  the  biggest  conceptual 
flaws  in  the  competition  proposals  to 
date  has  been  their  uncertain  impact 
on  financing  health  care  for  the  poor, 
I  the  disabled,  the  elderly,  and  the 
chronically   ill.    This  uncertainty 
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threatens  many  hospitals  that  take 
seriously  their  obligations  to  serve  the 
community. 

Community  hospitals:  Nearly  broke? 

Community  providers  view  health 
care  economics  a  little  differently.  An 
example  is  the  Greater  Southwest 
Community  Hospital  of  Washington, 
D.C.,  which  opened  its  doors  in  1965 
(the  same  year  Medicaid  was 
enacted),  following  a  dozen  years  of 
community  effort.  The  creators  of 
the  Medicaid  legislation  probably  en- 
visioned that  such  institutions  would 
fill  the  virtual  void  of  services  to  the 
poor  and  medically  needy  in  their 
communities. 


The  next  to  succumb 
to  insolvency  will  be 
urban  community- 
governed  and  religious 
hospitals. 


This  450-bed,  acute  care  hospital, 
straddling  the  border  between  the 
District  of  Columbia  and  suburban 
Maryland,  serves  one  of  the  neediest 
areas  in  the  nation.  The  hospital  has  a 
two-year  accreditation  from  the  Joint 
Commission  on  the  Accreditation  of  J 
Hospitals  and  teaching  affiliations 
with  Howard  University  Medical 
School.  Only  60  percent  of  Wash-  > 
ington's  residents  have  private  health 
insurance,  ranking  D.C.  lower  than 
any  other  state  in  the  nation  in  this  | 
respect.  Greater  Southeast's  subur- 
ban patients  are  better  off,  but  not  by 
much;  73  percent  carry  private  in- 
surance. 

Although  the  communities  we  serve 
give  us  no  end  of  volunteer  hours  and 
vigorous  support,  fund  raising  is 
limited.  The  hospital  has  no  endow- 
ment and  no  special  resources  to  pay 
for  charity  care,  of  which  we  deliver 
nearly  $6  million  worth  a  year. 

So,  when  institutions  such  as  ours 
look  at  proposals  to  limit  Medicaid 
reimbursement,  we  see  them,  not  in 
terms  of  the  money  poured  into  the 
total  system,  but  as  threats  to  the  life- 
line   of   our   community.  Greater 


Southeast  Community  Hospital  has 
always  operated  in  the  black. 
Through  efficient  management  and 
shifting  the  losses  on  some  patients  to 
the  charges  for  other  patients,  it  has 
so  far  absorbed  cutbacks  in  funds.  At 
some  point,  however,  the  cuts  may  be 
so  deep  that  losses  cannot  be  transfer- 
red, and  the  institution's  solvency  will 
be  threatened. 

Shifting  costs  to  "paying  patients" 

Many  hospitals  are  nearing  insol- 
vency. The  public  general  hospitals- 
such  as  now-closed  Philadelphia 
General  and  deficit-ridden  Cook 
County  and  D.C.  General— are 
already  there.  They  have  hardly  any 
"paying  patients"  to  whom  they  can 
charge  off  losses.  One  by  one,  the 
public  generals  are  closing  or  selling 
out  to  private  hospital  management 
companies. 

The  next  to  succumb  will  be  the  ur- 
ban, community-governed  and  reli- 
gious hospitals,  which  treat  large 
numbers  of  Medicare,  Medicaid,  and 
charity  cases.  Running  at  a  bare  pro- 
fit or  in  the  red,  they  often  cannot 
generate  enough  capital  to  replace  ag- 
ing equipment  and  physical  plants. 

Take  as  an  example  what  happened 
in  Maryland  earlier  this  year.  Facing 
a  $39  million  Medicaid  budget  deficit, 
the  state  decided  to  save  an  estimated 
$12-15  million  by  refusing  to  pay 
hospital  bills  for  Medicaid  patients 
who  remain  hospitalized  more  than 
20  days. 

Of  course,  no  one  stays  in  the 
hospital  over  20  days  for  the  fun  of  it. 
Long-stay  Medicaid  patients  tend  to 
be  the  sickest  patients  in  our  hospital, 
and  a  community  hospital  will  not 
discharge  a  sick  patient  just  because 
that  person  cannot  pay  the  bill. 

The  sick  patient  stays,  while  the 
costs  of  his  or  her  treatment  are  added 
to  other  patients'  bills.  It  has  been 
estimated,  for  example,  that  room 
charges  at  Maryland  hospitals  would 
rise  $3-11  per  day  to  compensate  for 
the  proposed  cuts  in  the  Medicaid 
budget.  Charges  for  lab,  x-ray,  and 
physician  fees  presumably  would  rise 
also. 

For  all  aggregate  cuts  in  Medicaid 
reimbursement  not  related  to  the  real 
costs  of  providing  care,  the  result  is 


the  same.  What  is  saved  at  the  state, 
|  local,  or  federal  government  level  is 
'<  passed  on — to  middle-income  people 
;  and  to  business.  When  Medicare  and 
:  Medicaid  pay  less,  Blue  Cross  and 
commercial  insurance  plans  such  as 
Aetna  and  Prudential  end  up  paying 
more  and  raising  their  rates.  Their 
subscribers,  of  course,  are  mostly 
employed  persons  who,  along  with 
their   employers,    will   pay  higher 
premiums  for  health  care  coverage  as 
a  result. 

Health  care  costs  also  rise  for  per- 
sons in  the  "gray  area:"  employed  in 
low-paying  jobs,  too  poor  to  pur- 
chase health  coverage,  but  earning 
too  much  to  qualify  for  Medicaid 
coverage. 
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Taking  costs  seriously 

It  is  time  for  providers  to  accept 
that  the  need  to  address  rising  costs  of 
care  is  valid.  Some  hospital  executives 
will  take  umbrage  at  this  statement, 
professing  sincere  concern  over  cost 
escalation  and  perhaps  pointing  to  a 
Voluntary  Effort  plaque  as  proof  of 
commitment.  But  providers  take  too 
much  solace  in  poking  holes  in  the 
arguments  of  cost-cutting  advocates 
and  too  much  pleasure  in  mocking 
the  failures  of  regulatory  efforts. 

The  rising  cost  of  health  care  is  a 
serious  national  issue.  Not  because 
our  hospitals  or  nursing  homes  are 
threatened.  Not  because  government 
deficits  are  rising.  But  because  the  na- 
tion may  have  reached  the  limits  of  its 
ability  to  pay  for  health  care,  at  the 
same  time  it  is  offering  too  much  care 
that  does  not  contribute  to  longer  life 
or  significantly  enhanced  quality  of 
life  (e.g.,  unnecessary  hospitaliza- 
tions and  inefficiacious  drugs). 

Providers  need  to  see  government 
as  neither  adversary  nor  protector, 
but  as  partner.  The  hospital  industry 
must  be  willing  to  enter  into  genuine 
partnership  with  government  and 
business  leaders  to  fashion  solutions 


to  the  problems  of  financing  health 
care. 

Unique  factors  cause  inflation 

The  escalation  in  health  care  costs 
results  from  the  inflation  present 
throughout  the  economy  and  a  com- 
bination of  factors  unique  to  health 
care.  One  of  those  factors  is  the 
catch-up  and  now  go-ahead  costs  of 
hospital  labor.  Other  factors  are: 


The  costs  of  treating  a 
sick  patient  who  cannot 
pay  are  added  to  other 
patients' bills. 


•  More  people  are  consuming 
more  services  over  more  time.  Mod- 
ern medical  care  is  keeping  people 
alive  longer,  engendering  increased 
quantities  of  medical  services.  The 
use  of  hospital  services  by  people  over 
age  65  accounted  for  95  percent  of  the 
increase  in  total  hospital  patient  days 
and  for  55  percent  of  total  hospital 
admissions  between  1970  and  1979. 


Moreover,  although  only  a  small 
percentage  of  the  elderly  are  in  nurs- 
ing homes,  the  fastest  growing  por- 
tion of  health  care  expenses  for  the 
over-65  population  is  for  nursing 
home  care.  This  is  particularly  critical 
for  Medicaid,  which  finances  about 
half  of  all  nursing  home  care  for  the 
elderly.  The  Congressional  Budget 
Office  estimates  that  expenditures  for 
nursing  home  care  will  rise  from 
$15.7  billion  in  1978  to  $42.4  billion 
by  1985.  Much  of  current  nursing 
home  care  is  probably  social  as  well 
as  medical — such  facilities  serve  as  a 
holding  area  for  patients  who  have  no 
alternatives.  But  alternatives,  such  as 
home  health  care,  day  care,  foster 
care,  and  other  less  intensive  levels  of 
service,  where  appropriate  to  the  indi- 
vidual patient's  needs,  are  often 
cheaper  and  more  humane. 

•  Medical  technology  and  product 
improvement,  criticized  for  their  pro- 
pensity to  generate  their  own  de- 
mand, yet  unquestionably  responsible 
for  increased  longevity,  have  driven 
costs  upward.  Ten  years  ago,  White 
House  press  secretary  James  Brady 
would  not  have  survived  his  would-be 
assassin's  bullet.  Today,  he  survives 
and  stands  an  excellent  chance  of  re- 
turn to  vital  life.  But  the  cost  will  be 
in  six  figures. 

•  The  health  care  marketplace 
lacks  real  price  competition,  the  re- 
sult, says  economist  Alain  Enthoven, 
of  "a  complex  of  perverse  incentives 
inherent  in  our  dominant  financing 
systems  for  health  care."*  These  per- 
verse incentives  encourage  physicians 
to  choose  the  highest  cost  alter- 
natives. 

•  Unhealthful  habits  of  Americans 
may  be  another  force,  according  to  a 
study  published  last  year  in  the  New 
England  Journal  of  Medicine,** 
which  reported  that  13  percent  of 
hospital  patients,  most  with  life  his- 
tories of  smoking  and  excessive 
drinking,  consume  as  many  health  re- 
sources as  the  remaining  87  percent  of 
the  population.  Many  of  these  re- 

*  "Consumer  Choice  Health  Plan,"  New 
England  Journal  of  Medicine,  298:650:8. 
**Zook,   Christopher   J.,   and   Francis  D. 
Moore,    "High   Cost   Users   of  Medical 
Care,"  May  1,  1980,  pp.  996-1002. 
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sources  come  from  high  cost,  high  in- ? 
flation  areas,  such  as  trauma  centers. 
Solutions  to  rising  health  care  costs 
cannot  address  only  one  factor,  ig- 
noring the  others.  Competitive  pro- 
posals that  fail  to  consider  our  aging 
population,  the  perverse  incentives  to 
our  physicians,  our  tendencies  to 
punish  our  bodies,  and  the  nation's 
unending  technological  capabilities 
will  achieve  only  marginal  cost  reduc- 
tions at  best.  Moreover,  failure  of  the 
competitive  approach  may  lead  to  a 
resurgence  in  favor  of  regulatory 
strategies. 

Play  no  games 

A  common  sense,  no-game-playing 
approach  to  hospital  costs  is  needed. 
Steps  in  this  direction  should  most 
certainly  include  the  following: 


We  need  to  introduce 
a  financial  element  into 
the  patient  s  selection 
of  hospital  orphysician. 


•  Pay  hospitals  and  other  pro- 
viders according  to  the  care  required, 
not  who  the  insurance  carrier  is,  to 
make  reimbursement  both  rational 
and  fair.  For  example,  at  Greater 
Southeast  Community  Hospital  to- 
day, of  five  hypothetical  patients 
treated  requiring  surgery  on  a  frac- 
tured ankle  and  hospitalized  for  five 
days,  all  will  incur  the  same  costs.  De- 
pending upon  the  insurer,  however, 
the  hospital  will  be  paid  differently, 
as  follows: 

Commercial  insurance  $3,184 

Blue  Cross  2,881 

Maryland  Medicaid  2,675 

Medicare  2,520 

D.C.  Medicaid  2,401 

That  is  a  25-percent  spread  on  one 
bill.  It  is  "double  Robin  Hood." 
Taxpayers  pay  the  $2,401  in  federal 
and  local  taxes,  then  pay  the  rest — up 
to  the  level  of  the  hosptal's  real 
costs — in  increased  insurance  premi- 
ums. This  inequity  punishes  hospitals 
and  patients  alike,  particularly 
middle-income  patients  and  employ-  | 


ers  who  subsidize  the  below-cost 
reimbursement  of  Medicare  and  Med- 
icaid. 

•  Screen  patients  more  thoroughly 
before  admission  to  determine  if  they 
really  need  hospitalization.  In  their 
review  of  hospital  utilization,  Profes- 
sional Standards  Review  Organiza- 
tions (PSROs)  now  focus  too  much 
on  the  long-stay  patient.  Short  stay- 
patients  who  are  admitted  with  such  a 
justification  as  "observation  "  and 
discharged  several  days  later  present  a 
greater  problem.  James  Levey,  M.D., 
Greater  Southeast  Community  Hos- 
pital's medical  director,  notes  that  the 
vast  majority  of  patients  will  improve 
anyway  and  that  the  major  role  of 
health  care  providers  is  "not  to  get  in 
the  way  of  natural  processes."  Hospi- 
tals generally  tend  to  over-treat  and 
over-medicate,  a  trend  exacerbated 
by  the  simmering  crisis  in  malpractice 
litigation. 

•  Reform  the  long-term  care 
system.  Given  our  steadily  aging  pop- 
ulation, this  holds  the  greatest  po- 
tential for  controlling  escalating  Med- 
icaid costs.  Often  elderly  patients  are 
kept  in  expensive  hospital  beds  be- 
cause their  communities  lack  long- 
term  care  beds,  rehabilitative  ser- 
vices, and  home  care  support  ser- 
vices.  Nursing  home  patients  are 
whisked  to  the  hospital  for  the 
slightest  medical  problem  because  the 
home  is  medically  ill-equipped.  Once 
in  the  hospital,  the  elderly  patient  is 
subjected  to  conscientious,  vigorous, 
costly  treatment  that  might  make 
sense  for  a  20-year-old,  but  not  for  a  | 
frail  80-year-old. 

There  are  serious  ethical  questions  to 
be  faced  with  regard  to  health  care 
for  the  elderly.  Until  we  face  them, 
we  will  not  solve  the  problems  of  ris- 
ing health  care  costs. 

Introduce  price  competition 

We  should  make  the  health  care 
systems  more  efficient  by  carefully  in- 
troducing price  competition.  Today, 
hospitals  compete  and  so  do  doctors, 
but  only  for  more  patients.  We  need 
to  introduce  a  financial  element  into 
the  patient's  decision  to  select  a  par-  I 
ticular  hospital  or  physician. 

The  patient  who  chooses  a  hospital 
charging  $180  a  day  rather  than  $300  I 


or  who  chooses  less  comprehensive 
health  coverage  should  be  rewarded. 

There  are  dangers  in  such  a  reward 
system.  The  poor  and  elderly  may 
suffer.  Young,  healthy  people  may 
choose  the  cheapest  health  care  plans, 
leaving  only  high  cost  plans  for  older 
persons.  Teaching  hospitals  may  be 
penalized  unfairly.  However,  these 
problems  can  be  solved  with  coopera- 
tion between  industry  and  govern- 
ment in  a  carefully  planned  ex- 
perimentation stage. 

When  the  Congress  decided  some 
15  years  ago  that  the  taxpayer  would 
foot  the  health  care  bills  for  the  na- 
tion's poor,  health  care  institutions 
opened  their  doors  and  provided  the 
care.  But  by  the  early  1970s,  it 
became  clear  that  "paying  the  bills" 
was  beginning  to  meet  significant 
political  resistance.  Now,  that 
resistance  appears  to  command  a  ma- 
jority at  the  federal  and  state  levels. 

Costs  in  hospitals  and  nursing 
homes  have  grown  as  coverage  has 
expanded,  as  more  people  (particular- 
ly the  elderly)  consume  more  services 
over  more  time,  as  hospital  labor  has 
gained  higher  wages,  as  innovations 
in  medical  techniology  become  widely 
disseminated,  and  as  price  competi- 
tion generally  remains  absent  from 
the  health  market  place. 

Should  health  care  institutions  be 
left  holding  the  bag— to  allocate  the 
cost  of  treating  the  poor  to  other  pa- 
tients or  to  go  bankrupt?  Those  are 
no  solutions. 

The  suggestions  contained  in  this 
article  for  containing  the  cost  in- 
crease— using  lower  cost  alternatives 
to  hospital  and  nursing  home  care, 
paying  providers  according  to  care 
given,  reforming  long  term  care,  and 
introducing  price  competition — all 
have  significant  implications  for  the 
values  Americans  cherish  and  involve 
to  some  extent  "taking  back"  an  en- 
titlement extended  in  1965.  This  has 
already  begun  to  happen,  through 
state  and  federal  budget  cuts. 

To  ease  the  impact  on  beneficiaries 
and  providers  alike,  there  must  be  a 
helpful  collaboration  between  the 
provider  community,  Federal  Gov- 
ernment, and  state  governments,  re- 
gardless of  their  differing  points  of 
view.  ■ 
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UPDATE 


Turnaround  for  Alabama 
Medicaid  finances 

Alabama's  Medicaid  program  is 
expected  to  end  the  year  in  the  black 
without  having  to  ask  the  state  legis- 
lature for  money,  a  turnaround  from 
just  one  year  ago,  when  the  program 
was  threatened  with  being  closed 
down  for  lack  of  funds. 

The  program  appears  to  have  re- 
covered from  the  "utter  chaos"  it 
went  through,  the  Birmingham  News 
quoted  state  Medicaid  director  Re- 
becca Beasley  as  saying.  The  program 
was  running  a  $25  million  deficit  in 
state  money,  largely  because  it  was 
underfunded  for  years,  and  unpaid 
bills  were  carried  forward  from  year 
to  year,  an  article  in  the  June  1980 
issue  of  Forum  reported. 

A  legislative  package  drafted  and 
pushed  through  the  legislature  by 
Governor  Fob  James  provided  vari- 
ous remedies,  among  them  provisions 
for  copayments  by  Medicaid  patients, 
measures  to  deter  fraud  and  abuse, 
and  assignment  of  other  third-party 
medical  assistance  payments  to  Medi- 
caid. A  few  of  the  measures  were  later 
declared  contrary  to  federal  law  and 
regulations.  In  addition,  the  state  last 
year  made  a  number  of  cuts  in  cov- 
ered services,  including  limiting 
Medicaid  patients  to  15  hospital  days 
a  year  (except  in  extreme  circum- 
stances) and  six  emergency  room 
visits.  Alabama  also  has  one  of  the 
lowest  cost  for  administering  the  pro- 
gram of  any  state  in  the  nation,  2.7 
percent  of  its  overall  Medicaid  budget. 

Representatives  for  the  poor  of  the 
state  assert,  however,  that  Alabama 
has  only  a  "barebones  Medicaid  pro- 
gram," both  in  terms  of  services  pro- 
vided and  the  percentage  of  the  poor 
people  covered. 


Outpatient  alcoholism 
treatment  cost  effective 

Outpatient  treatment  for  alcohol- 
ism is  at  least  as  effective  as  treatment 
that  involves  overnight  hospitaliza- 
tion, and  cheaper,  according  to  con- 
clusions reached  in  a  study  sponsored 
by  Blue  Cross  of  Rhode  Island. 

Conducted  at  Butler  Hospital  in 
Providence,  the  study  showed  that 
patients  treated  during  the  day  only 
had  recovery  results  at  least  compar- 
able to  those  hospitalized  overnight, 
and  the  cost  was  $1,537  less  per  case. 

Researchers  analyzed  the  treatment 
of  174  alcoholism  patients  who  were 
randomly  assigned  to  either  inpatient 
or  outpatient  treatment  programs.  As 
a  result  of  the  study  findings,  the  Blue 
Cross  plan  will  now  cover  outpatient 
rehabilitation  services  for  alcoholism; 
outpatient  treatment  was  already 
covered. 


Blue  Cross  sets  up  hospice 
programs  in  Ohio,  Michigan 

Two  midwestern  Blue  Cross  plans 
have  initiated  hospice  programs, 
bringing  to  more  than  20  the  Blue 
Cross  and  Blue  Shield  plans  that  now 
provide  hospice  benefits  to  their  sub- 
scribers. 

In  May,  Blue  Cross  of  Northeast 
Ohio  (Cleveland)  began  a  one-year 
hospice  program  available  to  most 
plan  subscribers  at  no  additional  in- 
crease in  their  contract  premiums. 
Designed  to  meet  the  special  needs  of 
terminally  ill  patients  and  their  fami- 
lies, the  program  will  be  evaluated  for 
posible  inclusion  in  the  plan's  regular 
subscriber  contracts.  A  wide  range  of 
medical  and  emotional  support  ser- 
vices will  be  provided  during  the  last 
six  months  of  the  patient's  life. 

The  program  tries  to  improve  the 
overall  quality  of  life  for  terminally  ill 
patients  and  their  families,  protect 
the  dignity  of  dying,  provide  an  al- 
ternative to  institutional  health  care 
services,  and  lower  costs  to  the  plan 
and  patients. 

Meanwhile,  a  two-year  pilot  pro- 
gram to  evaluate  hospice  programs 
for  the  terminally  ill  has  been  an- 
nounced by  Blue  Cross  and  Blue 
Shield  of  Michigan.  The  project  in- 
volves four  Michigan  hospice  organi- 
zations and  will  evaluate  home-based 
hospice  care  and  inpatient  care  in 
special  hospice  facilities.  Cost,  quali- 
ty, demand  for  and  use  of  services, 
and  implications  for  quality  of  life 
will  be  examined.  The  data  developed 
will  help  the  plan  decide  whether  to 
develop  hospice  benefits  and  help 
members  decide  whether  to  purchase 
such  a  benefit. 
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Funding  cut-off  notice  sent 
to  46  PSROs  by  HCFA 

Notice  of  proposed  termination  of 
federal  funding  was  sent  recently  to 
46  of  the  nation's  186  Professional 
Standards  Review  Organizations 
(PSROs)  by  the  Health  Care  Financ- 
ing Administration,  which  adminis- 
ters the  PSRO  program.  In  an  evalua- 
tion of  all  PSROs'  procedures  and 
impact,  HCFA  determined,  that  the 
46  organizations  did  not  fulfill  pro- 
gram requirements. 

Thirty-three  conditional  PSROs, 
however,  requested  an  informal 
meeting  to  show  cause  why  the  pro- 
posed terminations  should  not  be  fin- 
alized. As  a  result  of  the  informal 
meeting,  held  in  July,  HCFA  reversed 
13  and  upheld  20  of  the  original  deci- 
sions. Fully  designated  PSROs  may 
request  a  formal  hearing  with  the  De- 
partment's Grants  Appeal  Board, 
and  five  of  these  hearings  will  have 
been  completed  in  September,  al- 
though the  results  will  not  be  avail- 
able until  some  time  after  that. 

PSROs  are  responsible  for  assuring 
that  health  care  services  and  items  for 
which  payment  may  be  made  under 
Medicare  and,  until  recently,  Medi- 
caid, are  medically  necessary,  con- 
form to  appropriate  professional 
standards,  and  are  delivered  in  the 
most  effective,  efficient,  and  eco- 
nomical manner,  consistent  with 
quality  care. 

The  Omnibus  Budget  Reconcilia- 
tion Act  of  1981  altered  the  scope  of  a 
PSRO's  review  authority  by  no 
longer  requiring  PSROs  to  review  ser- 
vices furnished  to  Medicaid  reci- 
pients. Effective  October  1,  states 
have  the  option  of  contracting  with 
PSROs    for    the    performance  of 


medical  or  utilization  review  func- 
tions. When  HCFA  terminates  a 
PSRO,  the  responsibility  for  utiliza- 
tion review  reverts  to  the  Medicare 
fiscal  intermediaries  and  Medicaid 
state  agencies. 

As  they  are  phased  out  of  federal 
and  state  health  insurance  systems, 
many  PSROs  are  turning  to  private 
insurance  companies  or  self-insuring 
employers  to  continue  their  review  ac- 
tivities. 

HCFA  administrator 
names  new  senior  officials 

Charlene  G.  McCants  and  Patrice 
Hirsch  Feinstein  were  recently  named 
associate  administrators  for  external 
affairs  and  policy,  respectively,  of  the 
Health  Care  Financing  Administra- 
tion. They  report  directly  to  HCFA 
Administrator,  Carolyn  K.  Davis, 
Ph.D. 

McCants  comes  to  Washington 
from  the  Medical  University  of  South 
Carolina,  where  she  was  comptroller, 
assistant  treasurer,  and  adjunct  assis- 
tant professor  of  pharmaceutical  ad- 
ministration. 

At  HCFA,  she  becomes  responsible 
for  the  agency's  relationships  with 
beneficiaries,  states,  health  care  pro- 
viders, and  the  general  public.  Re- 


porting to  her  are  the  offices  of  bene- 
ficiary services,  public  affairs,  inter- 
governmental affairs,  and  profes- 
sional affairs. 

McCants  has  held  various 
administrative  posts  relating  to 
hospitals  and  health  education. 
Previously,  at  the  Medical  University 
of  South  Carolina,  she  had  been 
associate  director  of  hospital  and 
clinics,  interim  controller,  assistant 
hospital  director,  and  hospital  budget 
director.  Earlier  in  her  career,  she 
served  as  assistant  to  first  the  comp- 
troller and  budget  director  of  the 
university  and  then  to  the  hospital 
finance  director.  She  also  instructed 
in  accounting  for  the  school's  college 
of  pharmacy. 

Feinstein  in  her  new  position  will 
be  responsible  for  HCFA's  Bureau  of 
Program  Policy,  Offices  of  Legisla- 
tion and  Policy,  and  Office  of 
Research  and  Demonstrations. 

Most  recently  director  of  HCFA's 
Office  of  Legislation  and  Policy, 
Feinstein  came  to  the  agency  from 
Pracon,  Inc.,  a  health  care  research 
and  consulting  organization. 
Previously  she  was  a  senior  manage- 
ment consultant  with  Ernst  and 
Whinney  in  California  and  assistant 
director  of  the  Center  for  Health  Ser- 
vice Research  in  Los  Angeles.  A 
graduate  of  the  University  of  Califor- 
nia at  Berkley,  she  also  holds  a 
master's  degree  from  the  University 
of  Pennsylvania's  Wharton  Graduate 
School  of  Finance  and  Commerce. 

Grant  made  to  study 
"competition"  proposals 

A  grant  to  analyze  the  potential  of 
various  legislative  proposals  to  stimu- 
late competition  in  the  delivery  and 
financing  of  health  care  was  made  to 
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the  American  Enterprise  Institute  for 
Public  Policy  Research  recently.  Fun- 
ding of  $147,345  came  from  the 
private  John  A.  Hartford  Foundation 
of  New  York  City. 

Under  the  direction  of  Jack  A. 
Meyer,  AEI's  Health  Policy  Center 
will  bring  together  health  policy  ex- 
perts to  evaluate  regulatory,  fiscal, 
legal,  and  administrative  issues  in- 
volved in  implementing  "pro- 
competition"  and  "consumer 
choice"  proposals  pending  in  the 
Congress.  To  disseminate  the  results 
of  the  research,  a  conference  will  be 
held  and  monographs  published. 

AEI  is  a  non-partisan,  nonprofit, 
publicly  supported  educational  and 
research  organization. 

Supreme  Court  requires 
Medicaid  to  consider 
spouse  income 

States  may  take  into  account  a 
spouse's  income  and  resources  when 
figuring  an  institutionalized  patient's 
eligibility  for  Medicaid,  whether  or 
not  the  spouse  is  able  to  pay  all  of  the 
money  determined  under  a  fixed  for- 
mula, the  Supreme  Court  ruled  re- 
cently. 

By  a  6-3  vote,  the  high  court  re- 
jected an  attack  on  parts  of  federal 
regulations  brought  by  the  Gray 
Panthers,  an  advocate  group  for  the 
elderly. 

Previously,  lower  courts  had  ruled 
that  in  certain  states  Medicaid  pay- 
ments could  be  reduced  only  by  the 
amount  of  spouse  income  that  was 
actually  available  to  help  pay  the  pa- 
tient's care,  not  by  a  state  estimate  of 
available  income. 

The  Gray  Panthers  predicted  the 
regulations  would  work  a  hardship  on 


the  nation's  elderly,  but  Justice  Lewis 
Powell  wrote  that,  while  the  court 
was  "not  without  sympathy  for  those 
with  minimal  resources  for  medical 
care,"  any  hardships  caused  were 
"not  at  issue  here." 


Letters^ 


Editor: 

When  we  receive  correspondence 
or  publications  from  HCFA,  specific 
return  addresses  are  never  indicated. 
Therefore,  when  one  wishes  to  com- 
ment, it  is  very  time-consuming  to 
locate  the  individual  in  charge.  Is  it 
possible  to  prepare  a  listing  of  de- 
partments and  individuals  perform- 
ing functions  within  those  depart- 
ments, along  with  addresses  and  tele- 
phone numbers,  for  those  of  us  who 
must  work  with  the  HCFA  system  in 
Baltimore?  I  might  add  that,  in  per- 
sonal communication  with  individu- 
als, their  response  has  been  prompt 
and  efficient. 

Forum  is  an  excellent  publication 
and  I  enjoy  reviewing  the  articles  and 
information  you  provide.  Many  times, 
I  personally  or  Medtronic  as  an  orga- 
nization would  like  to  respond.  Might 
it  be  beneficial  to  the  other  readers  to 
provide  a  page  of  editorials  by  your 
readers...  per  haps  in  the  order  of  Let- 
ters to  the  Editor? 

Jean  Monahan 
Director,  Third  Party 

Reimbursement 
Medtronic,  Inc., 
Minneapolis 

Thank  you  for  the  kind  words.  In- 
deed, Forum  welcomes  "letters  to  the 
editor"  of  a  substantive  nature  and 


will  print  them  as  space  allows.  Con- 
cerning "who's  who  and  what's  what" 
at  HCFA,  the  agency  makes  available 
two  publications  that  provide  infor- 
mation: 

(1)  Where  to  Get  Answers  at 
HCFA — A  26-page  brochure  written 
for  staff  and  volunteers  in  organiza- 
tions for  the  elderly,  disabled  and 
poor  who  receive  services  through 
Medicare,  Medicaid,  and  other 
HCFA  programs.  It  explains  where  to 
obtain  information  from  HCFA 
headquarters  on  national  policy,  reg- 
ulations, or  procedures  relating  to 
these  programs  and  not  otherwise 
available  from  regional,  state,  or 
local  sources.  Organized  by  topic,  for 
each  topic  it  gives  the  name  of  the  re- 
sponsible office  or  component,  ad- 
dress, and  phone  number.  A  revised 
edition  will  be  available  soon. 

(2)  Health  Care  Financing  Admin- 
istration Organization  Guide:  Func- 
tional Responsibilities,  Central  Office 
Components— A  48-page  organiza- 
tion chart  giving  the  functions  of  each 
HCFA  component,  with  names  and 
phone  numbers  of  persons  to  contact 
concerning  the  functional  responsibil- 
ities listed.  This  publication  is  being 
updated  to  reflect  the  recent  realign- 
ment of  HCFA  components  and 
should  be  available  later  this  fall. 

Both  publications  are  available  in 
limited  quantities  from:  Health  Care 
Financing  Administration,  Office  of 
Public  Affairs,  Room  313H,  200  Inde- 
pendence Avenue,  S.W.,  Washington, 
D.C.  20201  (phone:  202-245-0923). 

Readers  please  note:  HCFA's  postal 
address  in  Baltimore  has  changed.  It 
is  now  6325  Security  Blvd.,  Balti- 
more, MD  21207. 

Editor 
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Medicaid  Management  Informa- 
tion Systems  are  mechanized  claims' 
processing  and  information  retrieval 
systems  that  many  states  use  to  aid  in 
the  administration  of  their  Medicaid 
programs  and  particularly  to  detect 
and  control  program  fraud  and 
abuse.  For  some  time,  the  Federal 
Government  has  encouraged  the 
development  and  use  of  MMIS's  by 
paying  a  considerable  share  of  their 
cost.  Now,  states  have  an  increased 
incentive  to  employ  these  sophisticat- 
ed management  tools — under  the 
Omnibus  Budget  Reconciliation  Act 
of  1981,  states  that  recover  misspent 
program  dollars  will  take  a  lesser  cut 
in  their  federal  matching  funds  than 
would  be  the  case  without  such 
recoveries.  What  better  weapon 
against  fraud  and  abuse  than  the 
MMIS? 

To  explain  how  it  works,  here  is  an 
update  on  the  national  MMIS  pro- 
gram by  one  of  the  federal  officials 
responsible  for  it,  along  with  a  brief 
discussion  of  its  original  objectives 
and  its  growth  during  the  last 
decade. 

Editor 


ON  A  DAY-TO-DAY  BASIS, 
state  governments  are  responsible  for 
the  processing  of  millions  of  claims 
for  reimbursement  of  health  care 
costs  under  title  XIX  of  the  Social 
Security  Act — Medicaid.  This  is  part 
of  a  process  that  began  in  the  mid- 
sixties,  when  states  were  offered  mat- 
ching funds  to  establish  and  ad- 
minister their  programs.  Since  then, 
in  many  states,  due  to  an  effort  to  im- 
prove Medicaid  management  infor- 
mation and  the  state'  determination 
to  contain  the  growing  burden  of 
Medicaid  costs,  significant  changes 
have  taken  place  in  how  claims  are 
processed. 

Prior  to  MMIS,  a  state  might 
employ  literally  hundreds  of  people 
whose  job  was  to  pay  claims  manual- 
ly. Today,  the  same  states  use  a  com- 
puter to  perform  the  claims'  payment 
function.  When  a  claim  arrives  at  the 
state  Medicaid  agency,  it  is  tagged 
with  a  number.  The  claim  is  then 
entered  into  the  MMIS  computer, 
using  an  optical  scanner  or  keypunch 
machine,  to  become  part  of  the  com- 
plicated information  system  (outlined 
in  Figure  1).  After  a  series  of  checks 


and  "edits,"  the  claim  is  processed 
and  paid. 

Introducing  an  MMIS  to  a  state 
Medicaid  program  does  not  necessar- 
ily translate  into  fewer  program  staff, 
but  it  allows  the  state  to  make  more 
effective  use  of  staff,  freeing  up 
workers  to  monitor  program  expendi- 
tures and  look  for  payment  errors 
and  other  misuse  of  program  funds. 
Generally,  states  find  they  can  in- 
crease their  volume  of  work  consider- 
ably without  additional  staff.  Thus, 
administrative  expenses  can  be  stabi- 
lized at  the  same  time  Medicaid  bene- 
fit expenditures  are  increasing  rapid- 
ly. 

The  development  of  these  systems 
has  paralleled  growing  interest  in  the 
detection  and  control  of  program 
fraud  and  abuse  and  the  establish- 
ment of  permanent  information  sys- 
tems to  deal  with  the  problem.  Num- 
erous laws  and  regulations  in  the 

Donald  Allen,  who  is  chief  of  systems'  review 
in  the  Division  of  Systems'  Review  and  Evalua- 
tion, Office  of  Methods  and  Systems  of 
HCFA 's  Bureau  of  Program  Operations,  was 
project  manager  on  the  original  model  MMIS 
in  Ohio  from  1972  through  1978.  He  helped  to 
develop  and  expand  the  MMIS  concept. 


Update  on  Medicaid 

Man  ag  emen  t 

Information  Systems 

Sophisticated  computers 

help  states  stem  fraud  and  abuse 

by  Donald  Allen 
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seventies  have  created  an  even  greater 
imperative  for  MMIS  programs  and 
made  their  role  in  the  nation's  grow- 
ing health  care  system  even  more  im- 
portant. Once  seen  as  somewhat  ex- 
perimental MMIS  programs  are  now 
firmly  established  components  of  the 
government  commitment  to  give  tax- 
payers protection  against  the  misuse 
of  program  dollars. 

The  latest  evidence  of  this  is  con- 
tained in  a  provision  of  the  1981  Om- 
nibus Budget  Reconciliation  Act. 
Although  the  Act  provides  for  a 
reduction  in  the  matching  funds  the 
Federal  Government  provides  to  state 
Medicaid  programs,  it  allows  a  state 
to  lower  the  amount  of  that  reduction 
by  one  percent  for  "demonstrating 
recoveries  from  fraud  and  abuse" 
(and  for  FY82,  include  amounts 
recovered  from  liable  third-parties) 
equal  to  one  percent  of  its  federal 
payments.  Other  provisions 
strengthen  penalties  for  abuse  of  the 
Medicaid  program. 


vidual  systems  to  obtain  measurable 
reductions  in  fraud  and  abuse. 

States  get  help  to  control  costs 

Four  years  after  Congress  created 
the  Medicaid  program  to  finance 
medical  care  for  the  poor,  serious  at- 
tention began  to  focus  on  the  Federal 
Government's  leadership  role  in  im- 
proving Medicaid  management  sys- 
tems. In  1970,  the  Social  and  Rehabil- 
itation Service — the  agency  of  the  De- 
partment of  Health,  Education,  and 
Welfare  then  administering 
Medicaid— created  the  Office  of  the 
Associate  Administrator  for  Manage- 
ment to  direct  and  coordinate  various 
management  functions. 

A  major  responsibility  delegated  to 
this  office  was  to  bring  together  man- 
agement information,  statistics,  state 
data  automation,  and  systems  activ- 
ities, so  that  SRS  could  more  effec- 
tively coordinate  its  accumulation,  re- 
porting, and  compilation  of  Medicaid 
data.  Specifically,  the  new  office  was 


Figure  1. 

Elements  of  a  Medicaid  Management 
Information  System  (MMIS) 


To 

Beneficiary 


What  this  amounts  to  is  a  firm 
commitment  by  both  the  states  and 
the  Federal  Government  to  continu- 
ally upgrade  and  improve  upon  the 
Medicaid  Management  Information 
System  concept  and  create  strong  in- 
centives for  states  to  use  their  indi- 


charged  with  administering  "a  na- 
tional demonstration  program  in- 
tended to  assist  the  states  in  the  devel- 
opment of  standardized,  computer- 
based,  social  information  systems." 

At  the  time,  the  total  cost  of  Med- 
icaid   nationally    (both    state  and 


|  federal)  amounted  to  $5.2  billion. 
The  figure,  hardly  ominous  by 
today's  standards  (a  projected  $31 
billion  for  FY  1982),  seemed  then  to 
require  new  efforts  at  cost-control. 


Once  experimental, 
MMIS  is  now  an  estab- 
lished component  of 
the  fight  against  mis- 
use of  program  dollars. 


Initial  development  of  more  uni- 
form and  effective  Medicaid  manage- 
ment under  the  federal  leadership  was 
delegated  to  SRS'  Medical  Services 
Administration,  which  created  new 
divisions  to  concentrate  specifically 
on  information  systems,  operations 
and  standards,  and  technical  assis- 
tance and  training.  On-site  evalua- 
tions of  state  Medicaid  programs  be- 
gan, along  with  demonstrations  and 
models  intended  to  find  out  which 
kinds  of  organizational  structure, 
support  services,  and  personnel  were 
most  effective.  Other  contracts  ex- 
perimented with  pilot  utilization  re- 
view and  surveillance  under  Medicaid. 

Also  in  1970,  a  new  amendment 
went  into  effect  allowing  HEW  to  in- 
crease federal  matching  funds,  pro- 
vided that  the  state's  procedures  for 
review  of  health  care  utilization  under 
Medicaid  were  satisfactory.  This 
created  a  strong  incentive  for  states  to 
improve  their  utilization  review  func- 
tions and  allowed  the  Federal  Gov- 
ernment to  reduce  payments  to  unsat- 
isfactory programs. 

Control  utilization,  says  task  force 

Along  with  these  structural  and  leg- 
islative changes  came  a  strong  call  by 
an  independent  Task  Force  on  Medi- 
caid and  Related  Programs  for 
strengthened  Medicaid  management 
and — again — better  utilization  re- 
view. The  task  force,  which  had  been 
asked  by  HEW  to  examine  Medicaid 
problems,  reported  that  "no  state  has 
yet  established  an  effective  system  of 
reviewing  and  controlling  utilization 
from  the  standpoint  of  appropriate- 
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ness,  quality  or  timeliness  of 
services."*  Without  minimum  uni- 
form requirements,  "states  will  pro- 
bably retain  their  own  policies  and 
procedures,"  the  task  force  said,  ad- 
ding: 

"A  strong,  specific,  and  compre- 
hensive federal  policy  should  be  de- 
veloped which  will  require  the  states 
to  establish  Medicaid  program-effec- 
tiveness systems  designed  to  control 
over-  and  under-  utilization;  assure 
that  payments  made  are  in  accord 
with  the  appropriateness  and  timeli- 
ness of  care  received  by  persons  eligi- 
ble under  the  program;  encourage  ef- 
ficient and  economical  health-care 
program  planning,  evaluation,  and 
administration;  aid  in  determining 
that  sufficient  resources  are  available 

*  Report  of  the  Task  Force  on  Medicaid  and 
Related  Programs,  U.S.  Department  of 
Health,  Education  and  Welfare,  June  29, 
1970. 


and  accessible  to  provide  adequate 
services  to  recipients;  and  provide 
data  to  meet  Federal  requirements." 


In  1970,  no  state  had 
an  effective  system  for 
control  of  utilization. 


The  task  force  pointed  out  special 
data  processing  needs  of  the  Medicaid 
program,  such  as: 

•  National  uniform  minimum  in- 
formation with  respect  to  persons  eli- 
gible for  services,  vendors  of  service, 
utilization,  and  payments; 

•  National  minimum  requirements 
for  claims  review,  fiscal  control,  utili- 
zation control,  and  other  review  and 
evaluation,  including  determination 


of  patient  and  vendor  eligibility  and 
how  costs  and  charges  relate  to 
"screens"  or  average  charges  for  all 
claims; 

•  Profiles  at  the  state  level  of  ven- 
dors and  recipients  of  service,  and  cri- 
teria against  which  to  screen  claims  to 
identify  patterns  which  appear  to  de- 
viate from  desirable  and/or  usual  be- 
havior; 

•  Responsibilities  of  state  agen- 
cies, fiscal  agents,  and  professional 
groups,  and  the  relationship  of  the 
system  to  other  existing  and  planned 
information  and  effectiveness  sys- 
tems; 

•  Provisions  for  partnership  be- 
tween the  public  and  private  sectors 
in  the  development  and  application  of 
standards,  recognizing  that  profes- 
sional peer-review  groups  must  be 
used,  to  the  extent  possible  and  con- 
sistent with  public  accountability,  to 
assure  continuing  quality  perform- 
ance of  their  members; 

•  The  actions  and  sanctions  that 
should  be  taken  when  apparent  devi- 
ant provider  and/or  recipient  behav- 
ior is  identified,  including:  referral  to 
professional  peer-review  groups  for 
review  and  action;  actions  which 
must  be  taken  by  the  state  agency 
when  professional  peer-review  groups 
fail  to  act  within  a  reasonable  period 
of  time  or  in  instances  of  continuing 
program  abuse;  and  steps  which  must 
be  taken  by  HEW  when  patterns  of 
state-agency  performance  indicate  a 
failure  to  take  appropriate  action; 
and  finally 

•  Short-term  and  long-range  target 
dates  for  systems'  implementation 
and  detailed  plans  for  phasing-in  in- 
creasingly sensitive  screening  and 
evaluation  activities.  Each  state 
should  be  required  to  establish  a  time- 
table for  meeting  the  minimum  re- 
quirements. 

Federal  help:  Funding,  monitoring 

The  influential  task  force  also 
made  the  recommendation,  later  sub- 
stantially incorporated  into  legisla- 
tion, that  costs  for  "design  and 
development  should  be  borne  federal- 
ly, including  the  costs  of  technical 
assistance  and  consultation  require- 
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ments  during  the  developmental  stage. 
Reimbursement  should  be  made  to 
the  states  of  up  to  90  percent  of  the 
costs  of  installation  of  a  minimum 
model  system." 

(The  Federal  Government  now 
pays  90  percent  of  a  state's  cost  to 
design,  develop,  and  implement  a 
"mechanized  claims'  processing  and 
information  retrieval  system"  — 
MMIS — and  75  percent  of  its  ongoing 
operational  cost.  This  is  a  generally 
higher  level  of  matching  then  the 
50-77  percent  of  program  costs  that 
the  Federal  Government  pays.) 

Although  the  claims-processing 
and  surveillance  functions  lend  them- 
selves well  to  state-of-the-art  data- 
processing  techniques,  the  report  con- 
cluded that  the  states  had  been  left 
generally  to  their  own  devices  to  deal 
with  this. 

Three  "principal  management 
problems"  in  Medicaid  were  identi- 
fied: (1)  weak  organization  and  lack 
of  manpower,  especially  at  the  fed- 
eral level;  (2)  a  "mistaken  concep- 
tion" of  the  federal  role  required, 
which  assumes  only  "passive  moni- 
toring" is  required  instead  of  more 
specific  federal  leadership;  and  (3) 
fragmentation  of  policy  direction  in 
health  services  program  and  other 
federal  programs,  like  welfare. 

To  improve  these  management  de- 
ficiencies, it  was  recommended  that 
HEW  establish  standards  for  surveil- 
lance, utilization  review,  and  pro- 
gram evaluation,  and  provide  model 
administrative  systems  and  proce- 
dures to  help  states  meet  performance 
standards  and  improve  program  man- 
agement. 

"These  standards  would  provide  a 
benchmark  for  determining  whether 
individual  states  are  in  conformance 
with  federal  standards,  would  serve 
as  guides  for  states'  management-im- 
provement plans,  and  would  provide 
a  basis  for  requesting  federal  assist- 
ance in  achieving  management  im- 
provements," the  report  explained. 

Getting  going  on  changes 

Following  the  release  of  the  task 
force  report,  the  Nixon  Administra- 
tion took  immediate  steps  to  imple- 
ment many  of  the  provisions  recom- 
mended. The  Medical  Services  Ad- 


ministration was  reorganized  to  gear 
up  for  more  federal  leadership  and 
coordinate  Medicaid  management 
with  other  HEW  activities,  work  be- 
gan on  legislative  recommendations 
for  federal  matching  payments  for 
new  Medicaid  management  informa- 
tion systems,  and  federal  program  of- 
ficials started  to  develop  ideas  for 
model  performance  standards  and 
systems. 

By  mid- 1971,  the  Federal  Govern- 
ment had  responded  to  the  call  by 
both  the  Medicaid  Task  Force  and 
Congressional  committees*  to  devel- 
op a  model  system  for  each  state  to 
realize  more  efficient  and  effective 
administration  of  Medicaid.  A  divi- 
sion within  the  MSA  unveiled  a  Mod- 
el Management  Information  System, 
a  design  that  was  used  as  a  blueprint 
for  most  subsequent  MMIS  configu- 
rations. It  included: 


The  initial  MMIS  design: 
an  entirely  new, 
complex  information 
system  for  use  by 
dozens  of  state 
programs. 


•  Functional  requirements  and 
structure, 

•  Automatic  data-processing  func- 
tions to  support  the  processing  flow, 

•  Data  element  requirements  and 
definitions,  and 

•  Input,  output,  and  data-file  re- 
quirements. 

This  was  the  initial  design  of  an  en- 
tirely new,  complex  information  sys- 
tem to  be  used  by  dozens  of  existing 
state  programs. 

Usage  of  the  MMIS  model  would 
depend  on  states  independently  in- 
stalling all  or  a  portion  of  the  model, 
depending  upon  individual  circum- 
stances,   MSA   officials  realized. 

*  House  Ways  and  Means  Committee  and  Sen- 
ate Finance  Committee  Reports  on  Amend- 
ments to  the  Social  Security  Act:  HR  17550  in 
1970  and  HR  1  in  1971. 


|  Thus,  the  actual  specifications  for 
each  state  would  come  later,  through 

j  detailed  design  requirements. 

Despite  this  flexibility,  MSA  en- 
couraged states  to  use  as  much  of  the 
model  as  possible,  fearing  its  impact 
might  be  severely  diluted  if  only  por- 
tions of  the  model  were  adopted. 
Anticipating  state  confusion  over 

j  preparations  for  a  new  Medicaid  in- 
formation system  with  detailed  speci- 
fications, MSA  cautioned  that,  be- 
fore actual  installation  of  the  new  sys- 
tem, states  must  accomplish  certain 
essential  jobs.  These  included  de- 
ciding upon  changes  in  the  state  ad- 
ministrative structure  for  Medicaid 
and  current  Medicaid  policies  and 
procedures;  identifying  new  require- 
ments for  manpower,  computer  equip- 
ment, and  program  procedures;  de- 
veloping an  implementation  plan; 
and  preparing  for  conversion  by 
testing  and  debugging. 

Ohio  was  selected  to  first  imple- 
ment the  model  MMIS,  and  during 
the  time  it  did  so,  other 
states — among  them,  Michigan,  Min- 
nesota, Montana,  and  New  Mex- 
ico— began  to  develop  their  own 
systems,  adapting  the  model  to  their 
specific  needs. 

MMIS  structure  defined 

Overall,  the  purpose  of  an  MMIS  is 
to  pay  claims  and  monitor  expendi- 
tures in  such  a  way  as  to  control  fraud 
and  abuse  and  provide  for  manage- 
ment analysis  of  Medicaid  spending. 
The  following  functional  areas  or 
subsystems  constitute  the  means  by 
which  these  purposes  are  accom- 
plished. Together  they  make  up  the 
general  systems  design  (GSD)  for 
MMIS,  based  largely  on  concepts  de- 
veloped by  MSA  in  1973.  The  subsys- 
tems are: 

•  Recipient.  Under  this  subsystem 
the  state  can  identify  eligible  recipi- 
ents, allow  frequent  and  timely  up- 
dates of  eligibility  records,  give 
greater  control  of  recipient  data  (such 
as  Medicare's  interaction  with  Medi- 
caid), and  provide  a  file  to  support 
other  functions — claims  processing, 
surveillance  and  utilization  review, 
and  management  reporting,  for  ex- 
ample. The  subsystem  facilitates 
greater  coordination  between  Medi- 
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caid  and  other  programs  such  as  aid 
to  families  with  dependent  children 
(AFDC),  food  stamps,  child  support 
enforcement,  and  title  XX  social  ser- 
vices. 

•  Provider.  In  this  area,  the  prin- 
cipal functions  are  processing  and  en- 


rolling providers  (ensuring  that  only 
qualified  providers  were  enrolled), 
and  keeping  a  computer  file  of  eligi- 
ble providers  to  support  other  func- 
tions. Physician  charges  and  any  hos- 
pital rate  calculations  come  under  this 
subsystem  as  well. 


Everything's  up  to  date  in 
South  Carolina 

Editor's  note:  While  there  is  prob- 
ably no  "typical  MMIS,"  South 
Carolina's  experience  in  develop- 
ing and  implementing  its  system  il- 
lustrates some  of  the  ups  and 
downs  states  have  gone  through  in 
bringing  their  Medicaid  programs 
into  the  modern  computer  era.  A 
writer  for  Forum  interviewed 
Virgil  L.  Conrad,  Commissioner 
of  Social  Services  for  the  State  of 
South  Carolina,  concerning  its 
MMIS: 

Forum:  Why  did  South  Carolina 
set  up  an  MMIS? 

Conrad:  Following  a  state 
legislative  audit  in  1976,  it  was 
recommended  that  we  install  an 
MMIS  to  get  the  data  to  manage  a 
growing  consumption  of  state 
resources  by  Medicaid.  We  com- 
pleted the  entire  system  under 
federal  auspices,  using  federal 
matching  funds  and  going  through 
federal  certification. 

Forum:  Did  you  experience  diffi- 
culties? 

Conrad:  About  20  percent  of  our 
payments  were  handled  outside  the 
agency,  mostly  for  professional 
services.  So  when  we  changed  to 
paying  those  claims  ourselves,  we 
were  in  no-man's  land.  It  wasn't 
the  system  per  se,  but  the  new 
workload.  Start-up  took  us  33  or 
34  months,  particularly  because  we 
did  it  without  contractors,  except 
for  some  computer  programming. 
There  was  about  a  12-month  per- 
iod when  neither  I  nor  the  state's 
providers  of  care  were  satisfied 
with  either  the  accuracy  or  timeli- 
ness of  payments.  It  was  only  after 
the  first  on-site  visit  last  November 


that  we  felt  we'd  turned  the  corner. 
At  that  point,  we  felt  good  about 
the  MMIS.  We  got  all  the  systems 
and  subsystems  in  and  under  con- 
trol, and  after  July,  we  were  just 
polishing  it. 

Forum:  Are  you  satisfied  with  the 
system  and  was  it  worth  the  effort? 

Conrad:  We  have  the  best  system 
in  the  U.S.  now— we're  the  latest 
generation  to  use  data  banks  and 
concepts  not  part  of  previous 
MMIS  systems.  Yes,  it  was  worth 
it,  although  you  have  to  be  careful 
about  overselling  it,  as  was  done  in 
the  early  seventies.  It's  not  going 
to  create  any  magical  cures  or  free 
up  dollars  that  were  extended  inap- 
porpriately  or  offset  the  need  for 
increased  state  appropriations.  But 
it  does  let  you  answer  your  critics 
concerning  overutilization  by 
either  providers  or  recipients.  It 
gives  you  better  management  data 
to  make  policy  decisions,  whether 
you  are  expanding  or  contracting, 
and  it  enhances  the  management. 

Forum:  Will  MMIS  help  the  state 
deal  with  reduced  Medicaid  fun- 
ding and  increased  administrative 
authority  under  the  Omnibus 
Budget  Reconciliation  Act  of 
1981? 

Conrad:  No  question.  We've  just 
gone  through  nine  months  of 
targeting  of  resources.  Without 
MMIS  to  help  us  see  if  our  policies 
would  work  and  to  track  the 
decisionmaking,  we'd  just  be  going 
on  professional  intuition.  There's 
no  way  to  manage  a  Medicaid  pro- 
gram without  protecting  your 
payments'  and  utilization  systems. 
MMIS  allows  you  to  analyze  what 
you're  paying  for,  so  you  can 
make  adjustments,  and  to  observe 
the  behavior  of  both  providers  and 
users. 


•  Claims'  processing.  This  func- 
tion ensures  that:  all  claims  are 
entered  quickly  and  accurately;  all 
transactions  are  completed  promptly; 
claim  information  is  verified  against 
eligibility  information;  providers  are 
paid  correctly  and  quickly;  and  a  file 
is  kept  of  disputed  claims  to  support 
other  subsystems.  This  subsystem 
also  provides  responses  to  recipients 
and  providers  on  claims  and  gives 
statements  of  medical  benefits  re- 
ceived to  recipients. 

•  Reference  file.  This  provides  an 
overall  facility  for  various  reference 
files  used  in  claims'  processing,  data 
on  Medicaid  practitioner  charges, 
and  listings  of  erroneous  claims. 

•  Surveillance  and  utilization  re- 
view (SUR).  This  subsystem  develops 
statistical  profiles  of  delivery  and  uti- 
lization patterns  of  beneficiaries  and 
providers,  to  reveal  suspected  in- 
stances of  fraud  and  abuse  and  pro- 
vide information  on  the  level  or  qual- 
ity of  care  delivered.  It  receives  infor- 
mation from  other  subsystems,  such 
as  data  on  disputed  claims.  Excep- 
tions to  the  norm  are  identified  for 
further  investigation,  and  substanti- 
ating claim  data  retrieved.  All  pro- 
viders and  recipients  are  classified  in- 
to homogenous  groupings  according 
to  their  particular  characteristics,  and 
a  statistical  profile  developed  of  each 
group  and  individual  participant.  In- 
dividual participant  profiles  are  mea- 
sured against  the  appropriate  group 
profile,  and  all  participants  deviating 
significantly  from  the  group  norm 
displayed  for  review  and  possible  fur- 
ther investigation. 

•  Management  and  administrative 
reporting  (MARS).  This  function  fur- 
nishes the  state  Medicaid  agency  with 
information  to  support  management 
review,  evaluation,  and  decision- 
making; financial  data  for  fiscal  plan- 
ning and  control;  and  monitoring  of 
claims'  processing,  including  pro- 
vider payments.  It  also  analyzes  reci- 
pient participation  and  provider  per- 
formance, provides  data  for  federal 
reporting  requirements,  and  provides 
reports  to  support  other  subsystems. 

Of  these  components  the  most  im- 
portant are  SUR  and  MARS,  as  they 
make  the  claims'  payment  process  a 
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means  to  control  fraud  and  abuse  and 
improve  management. 

State  MMIS's  have  conformed  to 
the  functions  and  objectives  em- 
bodied in  the  GSD  throughout  the 
decade  since  it  was  developed.  In  that 
time,  however,  state-of-the-art 
technology  has  advanced  greatly,  and 
the  state  systems  have  taken  advan- 
tage of  the  latest  technical  innova- 
tions to  improve  their  processing  and 
reporting  of  claims. 

Watching  over  MMIS 

In  order  to  receive  federal  funding 
for  its  MMIS,  a  state  must  undergo 
certification  review.  A  team  of  feder- 
al officials  from  HCFA's  central  and 
regional  offices  spends  a  week  or 
more  on  site,  comparing  the  system's 
performance  with  the  GSD  and 
making  sure  all  reports  or  their  equiv- 
alent are  being  produced. 

At  the  federal  level,  the  Office  of 
Methods  and  Systems  within  HCFA's 
Bureau  of  Program  Operations  is  re- 
sponsible for  MMIS.  In  addition  to 
conducting  certification  review,  its 
Division  of  Systems  Review  and 
Evaluation,  directed  by  Ronald  C. 
Gwyn,  approves  states'  advance  plan-  I 
ning  documents  and  technical  re- 
quests  for  proposals,  monitors  state 
project  milestones,  and  conducts 
technical  assessments  of  state 
systems.  If  a  state  requests  technical  J 
assistance,  the  division  will  provide  it. 

A  state  may  use  a  contractor  to  run 
its  MMIS,  and  many  states  do  so.  j 
Large  states,  however,  often  run  their 
own  systems.  The  cost  of  a  "typical 
MMIS"  is  difficult  to  determine— 
states  have  spent  anywhere  from  $3 
or  $4  million  to  $100  million  on  their 
systems. 

The  General  Accounting  Office  has 
several  times  reviewed  the  MMIS  pro- 
gram, examining  the  use  of  "edits" 
and  the  ability  of  MMIS  to  detect 
duplicate  or  incorrect  claims,  among 
other  aspects.  The  GAO  findings 
have  been  accepted  by  the  systems  re- 
viewed and  have  been  useful  in  identi- 
fying the  inevitable  problems  en- 
countered in  developing  this  complex 
data  system. 

Under  a  provision  of  the  1980 
Budget  Reconciliation  Act  (spon- 
sored by  then-Senator  Richard  S. 


Schweiker),  HCFA  must  also  per- 
form a  system  performance  review, 
amounting  to  a  yearly  audit  of  all 
operating  systems.  All  states  with  one 
million  population  or  Medicaid  spen- 
ding  of  more  than  $100  million  (this 
means  most  states)  must  undergo  the 
review,  beginning  September  30, 
1982,  and  must  have  an  MMIS  in 
place  by  that  date  or  their  federal 
matching  funds  may  be  reduced. 
Under  this  provision,  only  some 
smaller  states  will  be  allowed  to  oper- 
ate without  a  MMIS. 

The  purpose  of  thie  review  it  to  be 
sure  that  state  systems  meet  federally 
established  functions  and  objectives 
for  MMIS  as  well  as  the  performance 
requirements  that  HCFA  has 
developed. 

Today:  Advanced  techniques 

Today,  35  state  systems  (accoun- 
ting for  73  percent  of  Medicaid 
dollars)  are  federally  funded,  and  ten 
or  so  are  expected  to  join  by  next 
September,  under  the  mandate  of  the 
Schweiker  amendment.  Management 
training  programs  for  MMIS  person- 
nel have  expanded,  and  the  informa- 
tion generated  by  MMIS  has  become 
a  foundation  for  increased  efficiency 
and  management  control  in  virtually 
all  areas  of  the  country. 

At  the  federal  level,  there  is  a  con- 
certed effort  to  improve  the  overall 
performance  of  the  MMIS  program. 
Since  HCFA  was  formed  in  1977  and 
took  over  federal  administration  of  ! 
Medicaid  and  the  MMIS  program, 
federal  level  monitoring  of  the  state 
systems  has  become  more  intensive. 
Before  higher  level  funding  (75  or  90 
percent)  is  approved,  the  state  must 
demonstrate  to  HCFA  that  its  system 
both  meets  federal  standards  and  is 
technically  sound. 

In  addition,  federal  program  staff 
are  now  designing  and  developing 
new  components  of  the  general 
systems  design  and  improving  certain 
existing  design  concepts.  These  will 
provide  states  with  more  efficient  and 
economical  wasy  of  processing  and 
accounting  for  Medicaid  claims.  New 
GSD  subsystems  are  being  developed 
in  the  areas  of  third-party  liability,  ! 
long-term  care,  Early  and  Periodic 
Screening,  Diagnosis,  and  Treatment 
(services  for  children),   surveilance  ' 


and  utilization  reporting,  and 
eligibility  determination.  Costs  to 
design  and  operate  the  latter  sub- 
system are  shared  by  other  federal 
programs  (AFDC,  food  stamps,  etc.) 
that  also  serve  the  needy. 

While  some  states  may  have  design- 
ed their  own  MMIS  modules  for  these 
functions,  the  new  federal  standards 
will  apply  to  all  systems.  (It  is  ex- 
pected that  the  existing  modules  will 
meet  the  new  standards.)  The  areas  of 
development  involve  large  numbers 
of  Medicaid  claims,  for  which  stan- 
dard criteria  will  facilitate  uniform 
reporting  of  data  and  make  process- 
ing more  cost-effective  and  efficient. 


Today,  54  Medicaid 
programs  operate 
some  form  of  MMIS. 


According  to  division  director 
Gwyn,  "Our  introduction  of  more  ef- 
ficient means  of  managing  the 
Medicaid  program  can  only  result  in  a 
more  cost-effective  MMIS,  which  in 
turn  should  produce  program  and  ad- 
ministrative savings." 

It  seems  clear  that,  as  the  nation 
evolves  into  a  health  care  system  with 
greater  reliance  on  state-level  man- 
agement control,  the  MMIS  concept 
will  become  even  more  important. 
State  use  of  advanced  management 
techniques  can  help  improve  deter- 
mination of  eligibility,  reduce  over- 
payments and  overutilization,  and 
better  target  benefits  to  those 
segments  of  the  population  that  the 
state  determines  should  be  covered  by 
Medicaid.  MMIS  is  a  valuable  tool 
for  containing  program  costs,  while 
producing  the  information  necessary 
to  meet  federal  reporting  require- 
ments imposed  by  the  Congress. 

The  experience  of  the  Federal 
Government  and  the  states  with 
Medicaid  Management  Information 
Systems  has  demonstrated  that 
government  can  administer  a  large- 
scale  benefit  program  at  an  overhead 
cost  (proportional  to  the  dollars  paid 
out  for  benefits)  that  compares  very 
favorably  with  that  of  private  health 
care  plans.  ■ 
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